




LETTER OF TRAYS&WTTAL 

~?EESJ~,E~T: on l!&afch 31, 1950, gou asked l~h* to 
t as your special assistant to make ream- 

mendations to yon in charting our corn in the field of f o ~ w  
nomic policies and program 
You pointed out that &'our basic purpose has been, and mnst continue 

to be, to help build a &,mctum of inbmtk.tional monomic g e h t i o ~ p s  
xhich PPiU permit esch countrg, through the free flow of g d s  and 
capital, to achieve sound financial growth without the n d t y  for 
special financial ai&" 

You further stated that Uit; is now time for us also to lmk ahead and 
rtgsure ourselves that our own policies are those which will serve best. 
to reiurforoe our economic strength anel that of the other free d o n s  
of the world." you requested me to a&st yoa h your task of deter- 
mining %he nature, dime~om and significance oC this problemB and 
in developing 'qhe b m d  Ekes of policy which in twrn must be laid 
before the public and the C o q ~ . ~  You kstmcted me to sdviee 
and assist in coordinating and stimuhting the activities of the various 
governmental agencies wEch can contribute to the rsolution of the 
problem and to obtain the views of experts and interested groups oat- 
side the Govement on psrtidar aspects of the problem. 
In aamrhce with your iostructions and with the help of a gmdl 

&df9 I p r d e d  to develop a detailed pro-gram of analysis moqg 
the appzop15a.b qgenaies of the G o v e r n a t  directed t~ward ade- 
quately defining the problems which faced ns and arriving at definite 
mm2ndatiom I afsc p m d e d  to initiate a program for obtain- 
ing the views of leading private citizen8 on a sy&nmtic snd wide 
s~,~88,d bssk 

Them activities w e e  well mder way when condi$ioas were & ~ -  
d y  cbaqpd by the aggression in Korea and the mbquen% deekicms 
to boild up rapidly the defensive capabilities of the free workt This 
series of e'c-en& did not in fact change the basic natm of the problem 
we were tackling= 730 paramount problem is  not to achieve sng 
specific objective with respect to our total balance-of -payments @,on 
but is rather how to make our foreign w a o d c  policies sem most 
e@&ively our tdsl nationrrl and foreign policy requirements 

These events did, however, markedly ehilnge the dimagioas of the 
problem At fhe same ting they imxemed the need for & d v e  



ofaem-~~s 

to-Y P- 
=w paz%ic&rPg those of a quantitative nat- 

whti now fa* this 
comkv in 
pekks snd p m w  designed to meet these pmbfens* In this task 

I , I 
I 

1 

I 

5 O i n n ~ l m b ~ ~ o n w h i c b m a n y p s r Q o f t h i s ~ ~ ~ ~ ~ b d  -top 
oB&Ts have given freely of their time to me and my Btsff in iiiswzhg 
~ o a x s  fmbjects in the I~~HM)* and I have also the &pfi 
or m&xix% =tiom of it with nmmw lea- private citizens in 
various walks of life. The analysis and the ~ ~ e n d a t i o r m  in the 

mp=t my considered judgment, and they should not be 
eep3 as n m d y  %ppresentt@ the views of other o@cials in the 
Ezmtive Branch, 

~ e I h o p a t h s t t h i s h p ~ w i l l b e o f ~ ~ t o y o n i n ~  . 
esen t id  dec5sion.s with mp& to foreign emnoml.~ policies, nra.ct9. 
further wodc remains fa b done withh the ~ppropriate departments 
and agencies to convert this policy s l t a ~ t  intb an opamtbg 
P m =  

It is fu*-om necabssry to assess the impset of foreign ecg)no~c 
ation to the other 21&~&m- 

men& of our civilisn q ~ m e n b  and o m  
pr&u&ivs capacity* In e pmk1- falling within my 
terms of d e m w  I have consbnt1y born in mind the ~ v e ~ ~ g  . 
need fospreserPing a strong a4 d p x d c  economy in o w  own country 

for the 9oWlhes;~ of  the ddIt~1. with d which that ' 

implies Unless tihis is done, the objectives o u t h d  in the 
e.azm& be fully ~iO.lah&~ 

I am shmmly gsathful to yon for yoar codant snppolt and 
encouragement in this undertaking. 

X3espedfilly yours, 
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The oveH.aiiki11.g objective of our foreign pity is to establish a jnst 
snd lasting peace l ~ o n g  nations In achieving this objectivg our 
poiicies in the leconomi~ plitiG(L1, &itsry, and infcmationd fields 
all play an essential mla They must be coordinated and iEmdad 
toward the centmi objective, and must be adjusted to &=ping 
circ-mcm They must all be psrt of s total policy which permits 
the strengthening of our own economy. 

This country has that our foreign policy objectives can- 
not be obtained by negative It w s  &tial s-hr the war 
to restore politid and economic stability in the areas &sroopted by 
war. It is now essential to build adequate millitsry strength for the 
free world. It also remains essential to recognize and oEer eon- 
stractiva leadership in meeting the i n m d  need throughout the 
world for economic progress as a foundation for lasting peace. The 
contribution of our foreign economic policy has been and is to supply 
positive measures toward these en&@ help b d d  the wmomxkic eon- 
di tions and &at io&p needed for the growth of demoemtic societiw 
able to defend t h m ~ ~ ! l ~ a  and to improve their living standards. 

This Eepmt examines the most importgnt aspects of our foreign 
economic policy, and analyzes the prospective problems in this field. 
It suhgests the steps that &auld be taken in the futnPs to emre that+ 
under the new chums-- our foreign mnomio prom- oonhue 
to support our foreign policy objectives eEixtively. Some mnomio 
questions, which are clearly subordinate to &her oonsidemf;ioq are 
not d d t  with hem. 
In the mnomio field, as well as in the political field9 this country 

had embarked on the basic outlines of a cowtmetive fornip policy 
before the fi&iBities of World War IT had case& We gave as- 
-nee to prevent hardship and stimdate recovery3 and we joined in 
deodoping mp&mtd m w u m  for inbmdod ee.ononaic eo- 
operation. But the obtnndons and agpsive  d & p  of the Soviet 
Union have increasingly threatened the continued suimss of these 
~ E Q -  The outbreak of open aggresioa in Korea ilhmxbated the 



m33I and da0-M a0 need for greater 
~E&&TQ in the: fmx3 world, 
The pm-8 needed to build sdeqnate clefensire strangth among 

the free nations m e  be mde , snd this invo1ves s zeexsminua- 
tion of our objd~ers and capak&&Ges both w i t h  o m  own armtry 
andinom foreign s+ But we must not forget that the ~81&& 

with the Soviet Union has also became intensified in the eouno~c sn# 
p o G t i a 1  hfh Tka Soviet FTni~n is depwately trying to ea&db 
on the melling k 1 1  and aoonomic p m r e s  now dominant h o g h -  
oat the world, The free m ~ o m  can and must hold the ix&ti&im in 
this  are^ thmeh s positive program, aimed st andjaskiqsnd 
ospsble of at-- the mdeWxpding and mplpor6 of peoples BV-- 

wZwra Wikhoat sneh s g military ~4tm-h may h w  
in&&ve i the gears to mme. 
In this tssk, our foreign econamic policies and maswres play ae 

important rolL They FFJu continue to rq- fina~c;id supprt by 
the United States GoPwmnent l h e n t  devdoprnenb have msde it 
h@bb to pmpare fim wtinmtas of program reqnimm@ bat 
these mcpkemexrb in the fohre3 incfuhg lwms and gfanh b a l d  * 

be substsm$iafi~ less than we have been sipending for these pllrpases 

h pa*st y&W* kl ~=€!XTX~S of Our OWXl &I~F&S sn(a 0f growing . 

e a ~ ~ v 6  s&mq$& ths far outweigh the C* as kh3~ h s ' ~  
in -t y- b 6 E W k S ~ 1 ~  we will find, dmdy  hwb ' 
thst ather amtries sre m ~ r e  and, mum able and wi1Eng to ~onfi~5bah 
t~ m r n ~ 1 h e n t  of mutual objd5v- and onr policies &odd 
bebasedaponthis 

howevar, we rue& enoughr and am- 9 

nmh hss an even more restzieted rola Continning dollas 
&dies m s  not a mmd bask for mr inbmafional-mhtioq and o w  

eoono~c gmwth and military &mq$h Emit 
idtouthem Thnsourmde*mint%LeWd ' 

based upon a careN assmalhlent of 
ing de-& on om WM ~u~~ and of the dat ive 
and nsem- of ths d m &  to onr ubj&ves. Such p r o w  most C 

be stt:pp3menhry to leadership on s broader plane, e n c o m . ~  ' "  

&dive emnode, political, and inf~m&iod policjaq as we$E 
mjlitaryp-on. 
m e  we prepareto me& the m*tapy hf, of Soviet Corn- 

we mtlst make clear to all peoples that the WG objectivw of oar 
foreign policy n.mairr ~ ~ . c h q p &  W i t h  the United Statss we mgst 
m q p k e  thrst s o d  economi6: stsWm&dg snd m m m  h& 
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USE3 of reso- 
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I b3 $ d x i e d  *o€lt 

and to progress far tawads a d-sa&ahhg 
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 oats o b j d v e  d our foreign policy in s h 
in doing. 

of the U~%eit St&* its 

them was dpl3iii?sama 
F&-9 United States financial aid has in d o n e a m  

d v e  aid. ' 'miqg this Per;&! everg other major srea of the world, 
.swellasEu~pandJapan,Zro~latmorefnuntbeU~~S~~thsn , 

it sold to tha United Sbba W e  o m  aqmrt surplus with mm 
areas was paid for in part by the liqaidstion of tmxmd~st& 

asEeta, a lage psst of it was made possible i n M y  by ehe 
EEP rrnd othar aid programs Soma of tbe d o h  which Westarn 

ted Ststps aid went Q pay debts or to pay 
rn EUZW~Q mxivei4a h m  0 t h  &mn- 

n s e ~ ~ d o ~ a ~ t o b q v  ' 

I 

Stam declined sharpfly. Oor export snrpX.w with the warld se a 
whole d.G&$&& !fi&bg from an mud rate of 1-6 biEan dollars in 
~ ~ ~ d 0 f 1 9 4 9 ~  .9 billion dohm % tb 

in the sammer of 1950. 
I n ~ m o s t c o & e i n t h e ~  v e k  able dnriagthe 
pa& year &a red- p t I y  or to eiEminst.8 &air deficits with the 
United ~~ and 8t the same time to improve tleii own living shad- : 

h16- mtdes have dso h able h devote a sub- 
stantial pa& of their kame to inveshle~1~~ in most cases to hemam : 
their manetmy reserves rapidly, and to return to a more m d  pat- , A 

tern of w e  ~~ the rest of tb W O P I ~  
By the mid& of 1950, it appeared that the p&ucb;ive ability of i 

most Western E ~ F  60mtries and of Japan eith3r was alreadg , 

d u d  or would soon beoome sd€i&e& to make ummasmq a net , 

addition to their own prodactive m s ~ u m s  from oatside aid, and thst ,' 

fimber grants from the United States 'BFOUIB become zmn-v by 
1952 or even earfiea: Thm countries were becoming able to pmduce , 

enough goods a d  services for export to pay for their neoessar*g h- 
ports The major payments problem theg were begi&$~ to face 



was 03% of h & a  rna~ke-p~~icdariy rnarkeb in 
which they conld -aired to pay for imports o ~ ~ A -  

fmm dollar mn;rce-s Tnen a3333 mm&ned serioa~ hternd 
in some count~es: considera% anaplo-went, the nmd to 

compete more vignorousf~ in aport markets, and in some s dm-  
gemus neakness in morale and p!itid cohesirvn. But 
could ham been solved in m a t  cases without the n 
GniM States grants to these cou~tfies. 
In contrast to the industrial conntries, m& of the nnderdevelo@ 

of the world hare, in gene o m  mlstivelp slow pmpm in 
&L --...-_- - 2 - 3  rFL - 2 2 x 1  a ETe= Bjiid - ~ t f  d&& F&bT 
c m  iml:TsWXr F r A u I ; r .  SrnF xaiu 
in production. In mme areas today, foreign payments are more or 
less in &lance, but even where this is the case! chronic po~erty, p r i d  
ti+e pduction methods, the itreflective use of mwuroes, and increw+ 
ing population pressures are so serious as to endanger their i n t e d  
stabitiw In political terms, many of these u r m  ars c u m t l g  subject 
ts intense p re fmm htemd subversion or the k e a k  02 estemal 
ngemsion. 

A mjor obstscle to development in rmdedsf~ezqed areas has been 
their long-stan&ing porertg itself, w as made it impossible to 
produce a sutficient margin o ~ e r  sub to build for t b  
future. T o  overnome this o b c l e  these areas need flaw of -pit& 
fm abroad snbs~ntial$ greater than they have been receiving. In 
additicn to new i ~ v s m c n t ,  the great need of underdeveloped a m  ia 
for modern techniques and technical gaidancs in such basic fields as 
sgricuIture, heslth, resolvee development, and public service, as well 
as in industry. 

There haw also been major obstaccfes to development d a t d  to 
Wnchgl, AhidSrative m~chiaery snd technic81 skills are gossjy 
inadequate Ths inertis of custom and tradition freqnent11y &t.s a 
a fsck of enterprisa Xany of the governments are new and inexpri- 
e n d ,  and in some cases there exists an nn*n@w to take tha s t e p  

rv for dereloprrent within the countries tfiemsei'tpa While 
t h e  f&tors limit the mte at which new capital can bs absorbed 

thep can be gradually ovemma 
formulated some promising economic mew- 

We are coopemtiag with &her 
to aid development. We 

lished 23 
these with hereased teehied &tmm. Bat t 
hare nat been pressed with the vigor that the situation repcirq and 
they b y e  not yet been fused into a suaciently eEwtdive program, 



Cantinpaing p r o g e s  for the Dnited States, for the other 
ia a l i d  oountries, and ?or the undede~oped  contries --aim 

eonditioas in %ha postwar period hzve not permitted as w i d  pro 
in this di~e&Ion as we would haw liked, substantial advances have 
-srtig been made, Our foreign aid progms ham helped crate 
the conditions ne=c,*q for this improreme;lt Our long-range trade 
policies hsve helped to previde the fmme~ork of cooperative action 
needed for its continuation and growth, altfiough certain aspects of 
our import and domaic  policies hare been and are inconsistent with 
this objective. Throggil the Tnternrstional Bloonets~ Fund, the Gem 
em3 Apepxlent on Tariffs snd Trade, sn3 the proposed Intemationd 
Trade O~anization, we bare played a leading role in laying the basis 
for future progpz.ss The recent substantfa1 increases in the monetary 
reserres of importsnb countries hare mads p0~~3bie more rspid 

in remo\ing tnde discriminations and attaining curmncp 

We h a ~ e  now entered a new phase of foreim economic mlationa 
The necessity for rapidly building defensive strength now confronts 
this Xatiation md other free nations as well. This requivs a shi f t  in 
the use cf our economic x-ewurces. It imposes new burdens on the 
emdudy reviving eoonumies of other natiom Om foreign economic b 

poEcies must be adjusted to these new burdens. 
TV'hile it is still too ar1y to anessm the exact magnitude of the 

eR& of rearmament, certain basic trends are clear. Our own re- 
armsmeat program will require us to import strategic raw mnterisls 

d4gmater quantities than before. Other nations will also have in- 
c demmd for such camoditim- The diversion of American 
p d u c t i ~ e  eB~rt  to military defense will reduce the supply of g d  
for civilian oonsumption in this country. It will also reduce the 
qu&itp of civil ih goods which we can ship abroad. 'P'his means that 
our de&d for ci-&iEan imports from other countries will inorease. 
In short, we will be paying more abroad for raw materials, and we 

may be buying more imported manufactured goods* As a mm1t more 
d o a m  sill be available through trade channels to the rest of the world 
The mpid elimination of our export surplus in recent months is a 
~.flwtion of sorare of these t.mds- 

A balance between our rts cind import% even including long- 
tern investment, i s  not, however, the major immediate objective of our 



fom* eo~lomic policy. During the pmtm-ar period onr aid pro- 
p~ IarpIy made possible the big export surplus. We mdertook 
L 

these program fo order to sem our national interesk h ths future, 
it is d e b 3 e  and &ould be possible to crrrrg out ouir objdivw and 
& the time to approsch a balance in our export4 imports, sod 
loq-bnn inve9tment; but it is the effectire carq<ng out of oar obj* 
ti- and not the balance itself, that is psramo~fnt. Thus tha de~dog- 

period must be analyzed in terms of their e%fecb 
O U ~  Our 0bje~ti~t2S- 

In ths case of Wetem European countriest rising nrw matsrid 
pries llnd growing scawities arising from their own reemsm>nt a d d  
put heavy p re on tbir mfzomies. These cmnt~es must con- 
tinue for a time to i n e m  W r  exports in refation to their bpfi~ 
in order to achie~e self-supp&. K&artinarg prim for imports wig 
increase the burden an their exports. 

Mcre80e~~ the fsct that a suktzzitid per ;on of Western Enropesn 
resources will be recpimd for defem prc letion will 3ncmase 
repuiremenb and at the same time teed to ~ d u c e  tha amount 
which they can export. Western Europe may be caught b 
rising cost d its imports and the Balling level of its exports, so that 
its present pmgress toward eb:onomi< self-support may be undermined. 
Furthemore, these trends involve a serious risk of Mation in the 
Western European countries and may handicap *heir military effort. 
In contmsi+ many underdeveloped countries am eambg more dol- 

lars and other foreign currencies as a result of rising demand far raw 
materials Xising export prices and incomes, how eve^, cm~te h g ~  
of idation of their internal price IweIs and thns a danger of increased 
internd unrest. &h-e:over, some underdeveloped countries viu not, 
m balantce, be more favorably situated. The reduced avai1abilit.y of 
exports from the Vnited States and other industrial countries w h m  
mowas are strained is likely to limit the ability of all underdev8Ioped 
countries to obtain gods needed for development. Without ooopera- 
tin action on the part of both the underdmeloped and the i n d d a I  
comtries2 foreign exchange may be used for low pric rity pu- as 
in some eases it has been in the past, and needed g ~ &  map not be 
a~ailable. The need for izcreasing productivity and output is made 
more urgent by our expanding requirements f ~ r  sugpl i~  ~ M a h  w 
comg ody  from t3ies.e =as- 

These prospective developments in the IS% 6f the world, 
wi& our own rearmament eBort3 prese~rt grave dangers of 
and maldistribution of supplies which would adversely affect the 



In the p n z i t  of &ci long=nm &jectives af our foreign pc.s;+ji it h~ 
nwssary to apB&m these major gods: (a) To help make 
politimi.Ey and ec~z~&allg,  a rapid bddup iB ths defensa 
is of Western Europe; ( b )  to help dev- 8d&tbnd 

come of supply fw n d d  materials; ( c )  to help stfengAen the 
wnodc* and plitical s t r u c t t . ~ ~ ~  of the free world in general sgainst 
the in-ified. pressures of C o m b *  subveKnn and penetration; 
and (dl ta continue laying the groandwork for world trade and fum- 
cia1 mla~omGps which will pfomote pmggs on s self-suppo~g 
bwia 
Tbe foBowing a p p r  to be the msjor p~bleems in ~ F O G ~ ~ C ~  ffor o w  

i9xeigp rcoaop13.i~ poky : 
(1) Xn the ease of Western Emope, the d3EcaXtis now in pr 

sg no longer ones of findining export market5 bat of produein 

quimnents and & civilian a d s ,  ineluding the exports 
S A ~  for S~!I~ -SDB~U& fn the b t e r &  ~f the COIBIIIOXZ defense, tBe 
Wmtexar European c~mtn*ies arn and undoubted$ win maks s & c r i f i ~  
by hegoing eonswaption and inv&nent, but &re are limits beyond 
which they anmot go witboat drsdca119 undermining their econo~c  
health and their political cohesion. A su&cient rat& of mmament 
+I1 pmhLIy exceed these limits, and to the &lent thrtt if fvnxs a re- 
duetion in h i r  exports, it  educes the only means they haw of be- 
w&g self-2uppjrtbg* 

(2  j It is important to k c m m  the ~ u d u c t i ~ n  - of the raw ~ t e f i a I s  
nemarJ. for defease. It is not enough sinnplg to bay existing sup 
pks--new capital must flow into the rs"' material p~oducirg coun- 
tries to increase prududion. Moreover, it is vital no% to loss tha 
mtxgces of these needed raw mteriatls to the. forms of C Q ~ ~ &  
a sioa Serioas dangers are also i~ prosp~t  4 t h  regard to the 
prices and dktribution of primary comdties in the period bfom 
measures ta inerease supplies can k ~ m  effective. Rapid price is- 
E ~ F E S  ~ Q Z J  many of these wmmodities ctrmot sipScant1~ inrrezm 
suppliq but only serve to reinforce the da2gerous i~~B~tioaarj. plres- 
mres which h again emerged thm~ghoak the world. 

( 3 )  The ec~nomlic stagmation, political unrest, and ext~~nraa poverty 
of most underdewloped countries represent a growing threat to the 
rest of tha world In gea8rt-d the requiremants for adqusb 



am85, 
(4) ita the m a r m  which q u *  

i d u a m  the distribution and price a T  ~~~~~ 
the needed did~bu~sn of rnannfstc%dd it is still imp~r- 

tmde and i n v ~ m e n t  that arn maximize output snd place the major 
of the work3 on s sound and self-suppdng basis 

( 5 )  &jor adjustments are needed in some of o m  own national pdi- 
eies Especially in the present period of general &oztqgasgZ s freer 
Boa of imports wo~dd be of ge~peraE benefit in many wap, and st p- 
mt there exist ua[ammonaM@; obstmctiom to such s flow* Ab%&ra- 
tion of any n m q  developmmts with mpck  to domestic prim, 
cnUmtion, and export controls must take our foreign program into 
amunt if they are not to impsir the pro toward onr internal 
tionai objectives. Over the longer run, ce policies with regard 
to apicaHture and shipping have an important and unfavoraMe im- 
pact on our fore& economic relations. 

( 6 )  There is c1stm8 for coneern mgard'ing the morale and octlook 
of peoples in many parts of Western Ea the anderdeveh~pd 
area. Poreign economic polides and p must be part of a 
tt,hl pow which can generate greater unity, hope? and sapport for 
freedom now, while providing the b a s  for grrreusl economic im- 
x)mvement in the iiturg, 
P 

These various problems are clearly interrefakd. From an economic 
standpoint they involve the most eflectiva use of t h ~  availabla re- 
sources of the free world to snppod sdequ&e military secnrity, to 
inc-8 output, to obtain the nesded ion of outpnt, and ta 
develop an internatioml trading snd al pattern which can 
eificienf2y sene these goals. 

Thus the suhtion of the pmb~@us of Western Europe snd Japan-- 
&equate supplies of food and ra.w naa.terids1 adequate msrkets (btb 
dollar and nundollar) for exports of manufactured goods, a satisfa& 
tary reIationship betw * port and export prices, d c i e n t  total 
m n r m  m e t  the 
iated to the deveIopment of mderdeveloped areas h.om which many of 



their n t ~  makfiaIt5 must comel to the schisrement of poEtSwI stability 
in overnew come~is with which Western Enrope hss reqomibiIities 
or close c o m e c t i o ~  and to United States trade policies. 

~ ~ ~ 8 l ? ~ ~ ,  ths i ? ~ d ~ d e d ~ p e d  SreaS Ek%R§t obtain from the ~ B ~ U S -  

t r i a k d  cowtries supplies of capita'jt1 r n ~ o u f a d u d  goods, and tech- 
nical aid to aehie~e weded incresses in output and li~ing staadad.~, 
and &5si&anoz in preserving their national independmce. 

The economic and security interests of the United States itself in 
the rest of the world are aEected not ody by economic, po1iticaI, and 
social conditions in other countries but also by certain specific rapire- 
rnenLv~dquate supplies of imported materials essential for securi$y, 
and of othttr goods which can contribute to our E ~ n g  standards; 
self-snpporting markets for the output of our farms and factories 
whieh the rest of the world needs and which we produce e%cimtJy 
and in abundance; suEcient ability and will on the part of all free 
nations to share in the common defense and to participate in an effec- 
tive system of ecoaomie rel.elationsPlips. 

Our foreign ewnornk aflsirs have reached a stage whsn major 
policy decisions mast be made. The recommendatims of this Report 
%m intended to assist in this task. Some of them cad for legislative 
&&ion, others involve only administrative adion or re&rm present 
policies. They are related to one another, and are designed to equip 
this country to pursue an (xunomic poky ~broftd that wodd best con- 
tribute to the attainment of our foreign policy objectives. It should 
be empbked again that the latter requires much more than foraign 
W O R O ~ C  measures, which by themselves cannot ba eflmfive. 11t re- 
quires adequate military defensive strewh, sound political and diplo- 
matic policies, a forceful informstional pr~gram, and the continual 
strengthe* of our own economy. 

A. What shoz~Ed be done doact aid to  Western Europe and 
~ a p t ~ m  a 

The urgent need for rapidly creating defensive strength in West- 
Enrope, as part of a jnint eflort to provide mutual secnrity, forces a 
postponement of the time ahen the United States3 consistent with its 
o m  interest9 can economic assistance* Adequate marma,ment;- 
within the time mqx&regd by the ourrent situation-will -quire, not 
odv & e v e  supplies of military equipment from the United Sta* 
bu< a h  s dial diversion of 'GPeshm European output h m  
other nses and some incrssses in b p r h .  In view of the mutual 
hbmt in adieping security, the Western European cvrmtriea should 



be ande &ve~ion of resourcm h m  consum*on snd 
inv&ment the =ten% possible. 

The recent marked improvement in the trade snd zwwi~e positions 
of Wst-t?rn Eumpe d m 6  to some &eat= at l e e  the favombI~ 
e f lah  nn their position of deve1opment% in the Wted States, while 
they have not yet felt  fit hefavorable impaet of their o m  sccslsmhd 
Pesrmsment. It seems clear that a suJffcEegjit1y lerge and rapid growth 
in military strength i s  begond the capacity of Western Eumpesn 
countries soXeS~ through their o m  eEorb cpr w i h  aid ody in the form 
of mk2;ibv qdipmen%. 

Provided that the Western European countries nnder&ke a gan- 
uinelg adequate defense effort, we sbou1d be prepared to extend d&r 
aid to meet the short-run burden of their  ow^ military production, 
insof~r as if exceeds fhs s x c r i f i @ c s s  Prhich it. is  within their sbiljby tu 
make. %-&ern Enrope is the m@ critical ares from the stsndpint 
of our own security mi3 the securitg of the fm world. 

'PPe should also rwogpim that, unless Wetern Em- exports sad 
d n g s  a m  mrrinbined to the maximum extent consistent with aced- 
rrated mmammt, Western Europe's insbility to support itself and 

entiy its need for wnomie aid will be unneeesa~ly prolonged. 
At the same time, it is important that the Western European conn- 
tries utilize their total rssources more fully and continua to prejs 
tuwzrd closer economic and poEitica1 relationships. 

with these comiderdiom in mind, it is mommend& that : 
1. To fscilitnte the required ezpamion of Western European de- 

fenses in accordance with joint p l s q  the United 5tstew should be pre- 
pared to continue supplying aid, apart from militsry q ~ p m e n t 9  for 
another 3 or P gears beyurrd the present time. The n d d  zunomk of 
aid depends upon the lpearmment eEort actndlg undertab by in&- 
vidual oountries, and its bbE impact on thair eeonodw, these fa&= 
being worked out primarily though the economic and prducti~a 
plfjtmhg agencies of the North Athttic Trestx Organization. 

2. Aid to rn Europe should be planned on the basis of an 
cmr-all assessment of requirements rather than on a specific projeot 
basis. It shou.Id be administered separah3,y from aid in the form of 
aiIitary equipment shipped from the United States. 

3. Such aid sh~uld be administered on a+ basis will conkribute 
to the fullest possible use of European rmmces., encourage intra- 
Ewmpean trade, and help to intepatr; the European economic ego* 
It is mmmended that the Zinited States continue to support the de- 
vebpment of an effective intra-European paymen& mechrmi~m At 



for t h  time being, it should co~&nue to allot to the Enropean 
Paments Onion a. portion of the dollar aid iid extends -b Eumps 
d In the joint. planning of six13~'tp p m p m %  snd specifdB9 in 

helping to increase the defen&.a srength of R7atem Eumm ade- 
quate consideration &ould be gi~ezz to the importance of s high rolume 
of Europm~ exports, which are the  only means for achieving self- 
support, although the intenral burden of rearming mast obviously 
have sn impact on the levels of consmption and inv%is-ent. 

5. In view of the ial imp*nce of the posnd sterling in world 
tmde and of a stran ition of the United Kingdom, the needed rnte 
of i n r ~ ~ e  in British milita~p nditures should be achie~ed by 
m e w  that a e d  serio2~553-37 worsening the. e&ern&l position of the 
uniten Kingdomc 

Becanse of its pdominant indnstrisf position in the Far East, the 
potential wntributicn of s shblz and democwtic Japan is extremely 
important for economic growth, the improvement of firing standsrds, 
and tha maintenance of peace in the region. During tbe last year, 
with the help of United $Wes ~ o v e m e f l t  si4 japan has besn able to 
add subhntialg ta her dollar reserves, and at the same time has ex- 
perimed a matinad improvement in her balance-of-payments posi- 
tion This pmm should continue during fiscal year 1851 with the 
United States aid already apprupziated. Unused resources are still 
svaiXab1e to permit further increases in output for both exports and 
domestic use. fkcid year 1952, with a continuation of pmlenti 
favorable tmmds, Japan may be &-supporting and 
stantia1 daF.1~ and possibly com&ty resenesr alt 
ards d sk2.l mmain below the prewar level. It Itis recornend& that : 

h Fur&- %~ppmpristiom for Japsdnese aid shodd be caremy con- 
sidered and meamred %aim% the effect of the favorsbIe riramstwms 
brought about by current deveIopmenb, and slso in the light of ofher 
recornahtiow in this report that KMlld increme Japanese export 
opportunities, However, &odd Japan for any reason prove unable 
to increase p ~ r n c ~ i o n  for expox=& it might need % aid. 

B. What should be dam about un,derhdoped t~r-B 
The need for economic* davefopment and pmgess in these a- bg 

comes daily mure pressing5 not only for their own weff ar% but for the 
security and tha well-being of all the free nations. The process of 
stimulating development is mom oomplieated and slow thsn that of 
assisting recovery in de~eioped countries, and there are limits to t& 
a p d t v  .r' of mderdevelopd countdes to absorb a~i4a.l~ Wide varis- 



eions in local hternsl conditiong as sell ss in moume pot2ntisl and in 
vahenb'fity to ~g0~ussion, require diversity in method and BLdbilitp 
j, administration. Each type of stimulus-private jnvessmti pub- 
lic law k ~ a 1  e s - ~ %  SI,& as a & mHe k 
PJ%Y* 

The f o l l o f f i ~  rec 
and impr~ve the effectiveness of these forms of assi-ce* ?h.ken to- 
pther, they are intended to constitute the outlines of s totaI p m p m  
of development sssistaxrce that is both possible and necgssaq k, &eve 
the obj&.ivs of United States foreign policy. 
Te Privsta bvammt &ou3d be w~siiZer& as the m a  d&mbfe 

menns of providing capital and its scope should be widened as far as 
ible It normally carries with it the teeholo@cal and sdministm- 

tive skills which are an essential ingredient for effectiven- Tbce 
should be wstant ree~aXuaLion of ths role which it csn play and the 
burden of public fm*g should be cosresponhg3y adjustad. Fur- 
ther study should be given to  the desirability and possibility of pro- 
moting private investment through tax incentives9 in area wbem 
~noPnic  deve1upment *hill promots mutual interests, bat where polit& 
csl uncertainty now handiesps U. S. privste investment. The p&- 
bilities of measapes to improve the United States market for sound 
foreign dohr  securities &uufd also be studied. The following steps 
shod4 immediately be taken, although the amrceTt;aintg of their e%fec- 
tioene'in many amm must be ~4?~f)&piZ€!d h the ligbt of present world 
wnditions. 

fa) me negotiatiua of invammt tmties to encourage private in- 
vestment should be expedited. 
(Q) The bill to authorize Government guaranties of priwta invest 

men$ against the risks of nonconverkibility ctnd exprop~ation &ou116 
be enacted as B xorkhwhile experiment. 

& Under present conditions a heavy reliance on pnbIb Im&g mnst 
be rscob&d as essential for an aggressive development progr8~c 
This mill require continued vigorous efforts by the Xnternntional Bank 
for knseruction and Development, supplemented by the Export 
Import Bank, and coordinated with effective technical assistance ao- 
thities; Their combined ego- &uI$ aim at. a net outBow sf capitd 
to underdeveloped areas in the range of 600 to 800 million dollars a 
gear, of which half or more ~;hooid be supplied by the International 
Bank from sources other than the United States T~asux-y, With re- 
spect to United States Government lending, the following steps are 
2tko needed : 



(a) The lending sathositg of the Eqo&Xmport ]Bank should be 
from the pr-at 3% to a tots1 of 5 billion doUa9 in order 

ce plaming effeetire. 
la) a @nem1 pow of ~ n n i t t i n ~  united stzt@ loass to be spent 

outside as weail as within the States should be adopted. Ll thiS 
aay, lwrn recipients can bay s ahererer they am cheapest, and 
lother* indu&al c~mtries an opportunity to  w a n d  expo* 
and dollat earnings if they am su%eisnd~ competitiv5 T l i s  would 
also be in the hkmsts of the CniM ~ta&; it would tend to help re- 
lieve inflationarg shortsges at the present time, and in k t h  longer ~n 
W m P P ~  rt markets for E&ed Ststes goods which are likely to 
be most res.dipy avairabIe 

(c )  In selected loans s h d d  be permitted to finance eome of 
the local costs of development projects even though these costs do 
not in\~0'3ve imports and therefore do not directly reqnire foreign 
ex&a~p .  Such local costs fiquentl~ cause an indirect foreign ex- 
thane drain, which may handicap or prerent snccesslnl development. 

9. In soma casg, p n t s  msy sppropriateIy be used for d~velup- 
m a t  snd technical sssistance, where de~el~pment programs u.rgmt1y 
needed from the &andpaint of United States objectives cannu% be 
somdly finmced by loans, and where grarrts will be an effective spur 
to economk ~ ~ F ~ ~ o ~ I I I ~ ~  Furthermore, our present b c h k d  as&%- 

s in underdeveloped areas should be expanded in S W ~  
eEective. The United Stabs $herefom should make 

er 3i.m.ib.d fnnds adfable for s progmm of grants for tech-- 
nieal assistance and development. It seems probable that s needed, 
fesiible, and effective progra,m wodd require funds of up to abont 
500 &=OD ~ Q ~ F S  8 yeax- for s%vemI years, apart from rn-9 
m-mts arising from military action. This compares with pres- 
ent funds of abont 150 million dolllus s year for thesa p-mpuses. 

0 .e  adsnsiflidratiion of programs to s$imuhte devalopment in 
~ d e d e v e l o ~  areas-including Ioaq  hchmicaI assistanc$ grants, 
and measures to encourage private ia~estment-srhodd be much more 
c1cwf-y emrhated thsn is no- tha case. 

C; W W  s h o M  be done &oat the procurement d mpwf 
of goo& irr short sappty 9 

The united States is s net importer of many minerals and other 
wmdities which are vital to our national security and our =on- 
omy9 and which are produwd predominantly in the underdeveloped 

-8  . Reammmt p md abroad greatly increase the 
in the face of supplies which are 



slw-dy in many cases inadquate- The mcentlg d a r - 4  stoelrpil- 
ing pmgram will impose further h e a v  pressor. on world supplies 
d n  unchecked scrambli~ frtr supplies and the ineritnble effwts on 
prices ~ o u l d  hare serious emsequences far the resnnament pro 
for our o m  economy and those of friend3-v %, nations It ~ ~ o n l d  ad- 
versely a k t  the balance of papsnnents positions of many Western 
Europ-n countries and Japan, and would introdme an element of 
instability into the economies of exporting 'i, eo'imtxiab Esports of 
manufactured g d s  - are also likely to tw inadequrcte to meet all da- 
maads, and mesurerj stay be rqaired to see that the high priority 
x ~ ~ ? d s  of f riendfy nat i ~ a s  are met, It is mco~mended that : 
11. In addition to necessary and properly sdminisbrd d o m e  

measures within the ZTnitad States. methods for international cuUrb- 
ration should bs promptly establi5hed for guiding supplies of scarce 
materids among the iree nations in the manner best cslcolated to con- 
tribute to tho camman defense. 

inisbring such export controls as m y  be n-ry3 ad* 
quatt, steps should b taken to % m e  the delivery of goods required 
by other countries for purposes that support broad United States 
interests. Cooperative action in assuring s flow of goods needed to 
support common objectives should be developed p~ith other countrim. 
13. EBoorts should be intensified to eE'ect s rapid expaasion in the 

output of m e  materials, not only khought the provision of capital 
funds and equipment, but also through procurement activities such as 
long-tern eormtmek 

D. "What should be done to promote oar ilsterraatim$ trade 
a+zd fimncial ob jectiwes P 

V'e are war toxard the ultimate god of a peace which 
npon the firm fondations of an expanding world wnomy. It is, 
therefore, imprtant that we continue our ~@QX%S to encoumge world 
trade and capita1 in~&tllleat thmughout the world. m y  in this 
way can the nations of the world achieve rising stari&rds of li 
t hwh  sound and self-supporting econofies. Despite the restfie 
tions on trade and payments, malting from penistat, diSl0estio.m 
and govement policies, or which sie likely to become necessetry mdep 
the stmb of rearmament, it is still ps ib le  and necesisav to 
 pro^^ in the direction of a system of multilateral a d  nun&+- 
inatorg tmda 

We must, therefore, continue to sork for such a system We mnst 
try to e5"taBfa an sdequats system of internstionrml psyrnqnk We 



&odd ~CICP-W other oomt3-'5es to adopt the ry arson 
am3 r n - ~  which c m  wure w a d  emxncies md obviab h 
need for &wt trade i n  We mast mske sum that oar o m  

ms.8ted m e c m q  b a d e r ~  
imports, and that car policies in sneh fields as ngriedture and ship 
ping are so adjusted that they do not b - p ~  bxirdem on world 
l'3d.s In sddition, onr htefid need for in the sho1%-t81m. 
htam m8ka it d&mb1.a to T ~ ~ O V B  hmie ph as far W! 
possible in order to %UW~B& supplies and a l l e ~ a b  upward p M m  
an prices. 

The Unitd States ocmpies a central position in world agrid- 
turd tmdq both as an exporter and as an importer. Our policies in 
this field are of vital ooncern to other nations. Similarly, ss s major 
maritime nation, our policy with -rd to shipping subsidies d i d y  
afEeets the ability of other maritime natioas to earn dollars in inter- 
national tmde, h both am ~ u d i c t s  tend to arise between cornidera- 
tions of domdc  and of foreign objectives 

For these reawm, the foB * recameadations am mads : 

of dis-ato~ trade and practices through :he Genera2 
A ent on Tariffs and Trade, the Reciprocal Trade Act, and the 
Intma~ond Monetary Fund. The Dhited States shou1d also beeom 
a member of the International Trade Qrpizat ion.  

I X  The United States &odd consider the eventual desirability of 
assistzmce, such as ih'kdization endits, to permit w~vertibipit~ of 
carmacies fur current acconnt, notably the p o d  sterling. But aach 
&& should nut be g~mted mtiS all requirements fur conve&- 
bilitg, with the ezcepticn of adequate reserves, have been met, 
Neithar shcnld such credits be extended d e s s  convertibilitg wiU be 
accumpded by a xxductiora of trade disc~inat. iow. 
16. With respect to our own import w1ie-y we should : 
(a) Continue to seek further h r i i  rednctians under the 

M p m I  Tmde ements Act, renew the Becipmcal Trade A g r e  
men& Act for a period of fow years, and cont.inue eBo&s to 
thae obligations mutually mdert&en are c d e d  oat. 

( 6 )  adopt, ss an emergency m-e9 temporary legidation to 
pennit tempo- milateral reductions in specific tariff rates on wm- 
modities which am scam8 and when conditions of idiationary pr- 
sum &st. 

(c )  Reduce =-sg and unrwonable regulatory and pro- 
cedural barriers by administrative action and by paskg the proposed 
Customs SimpMm~m Act. 



(cZ) Initiate as soon ss posible. tbmug\ the TarifI C 
&dg; sf the desirabilitg of a p e n 1  tariff reclassifies- 
B;ion, and %9 make endstions m~mming proper l e @ & ~ w  and 
a h ~ s h t i ~ e  action, 
(s) existing l*slation whi& requires, in Gorernment pm- 

enremen4 disrjmination against i m p  goods, and in the mean- 
dace the impact of such legislstion b~ * <.administmti~~ s&i~a* 

to our o m  agricuSeamf policies we sH63r~Id, over 

rsethods of sarplu 1 and scemulation of  stocks, in ways 
which, while csns domestic objectives, wiU be helpfnl to 
our foreign ;'elations In the mantime we &8111d : 

(a) Elhinate ss soon as po&b1e import embargoes :!ki for 
other than sanitary OF Similar rewas, and in ths i~t.tedm apply their 
mstxictions in a less rigid msnnsr. 

( 5 )  Not enconwe increases in the domestic prodnetion of crops 
whkh have to be proWtd not on17 by quotas and tariffs but also by 
direct sukdies to producers. 

f& With respect to our shipping ind1~str-y~ we shoald limit tha WB 
of Government subsidies or other protective messares to the maants 
a to maintain the operation of shipping facilities required 
for national security. The United States shodd negotiate +with other 
goverzmenb to remove cargo preferences and other similar types of 
&c~-Goa 

Z. Hw sliouu idour fcnpe2'g.at e c o m k  prog~amg he cldmim- 
k t e ~ e d  P 

It is mn~nuoudy ry to relsg2e the uss of resmrces mqniPed 
by foreign emnomie progp-~MS to other United States needs, and to 
the capacity of our economy. We must not 10% sight of the fact that 
our ecmnomic health is itself vital to attaining the objectives of the 
free worU In the critical period shead, when United States re- 
mprrm will be severely &&4 United States aid mast be channeled 
to thm areas and for those purposes where reasonable performance 
in the poli~cal aod economic fields can be achieved. It is imprtmf 
m this andpoint as well as from others, to develop as far as 

ble$ a cwprative and mnl6tilated approach to foreign pro . 
aotaB1.y through the United Nations and associated o r g a n i i m h  
In the case of Borne p m ~ ,  sneh an approach may be essential for 
n~onrp~Afni.~g the baaic purpose* We should recognize that other 
countries have contributed and will incresshgly contribute to the 
achievment of objectives rnutu~I1y shard 



X t  i s  also i m p  t to improve our o m  nethods and orgsniza~on 
for -wing on fomig~ economic programs. T e  need s dr;,- 
of oontinnie and mnsistens-y in Iegkative snd a nistm t i v ~  act-ion, 
and we need s M+ter orgsnLzetion within the Xxcutise Branch. As 
the import- of our fot~ign ewnomic policy bas p o m 7  its cam 
pleddm hare in-.&. Lnsos7 p n t s f  technical assistance, the pro- 
6ndion and procnmme?nt & m ~ d  of r s ~  mstt ids fat defem and 

to infiue~m the :aterrratio ov of gp4d~3 are a11 closely 
At ths present t5imme the 

of our foreign economic s scatterid t.h~whoat the 
nt. W h i i e  foreign economic policy i s  a part of our tbtal 

foreign policy, and the basic decisions must, of course, k made st the 
highest level, ca ter  efiiciencg sn6 effectiveness can be achieved by 
more administmti~e centralkmtion. (This Eeport daes A 3t attempt to 
deal with the problem of coordination at broader pvlicp ler&, or the 
relatianship of various mechani- which are now in uistencs or 
under &%-ion for 

quested by other gu~emments and when the latter are prepared to 
maka appropriate contributions and provide eaoperative effort. 

2% Grants and Xoms &g~ld be made conditional u p  a nt 
as to reaso~sble stan&& of prfomanee. and should be used to help 
achieve these standards. It should be recognized that these coad.itims 
will frequently have to d a t e  to broad i n k e d  measures and policies. 

3. "The United States &0~3d help to stmgthen appropriate inter- 
ntzaicanal ~ z c k  mgional organizations and to increase the scope of their 
activities It should be prepared, insofar as pmdicsble, to spltpport 
their acti~ities as the method of achieving the economic and 
C)mxwity objectires w k h  it shares with other free natiom. 
22 agency or oradahion shodd be atahhibed within the 

United StaM avernenl;  to a foreign economic p 
ation of all grant a 

Gcal ca programs (except the provision of mifitacry equipment) 
a d  a&i&rabtion of other rdated octivikies, such as t9re stimda- 
ti, of n d e d  materiah produdion sb~osd It is also neeeswry to 
follow thnough on present efforts to impmvb the machinerg within the 
Go~entment for mmdinttirig operations in the foreign economic field 
with over-all foreign po3icyC 



1, The %I ance of Foreign Economic Pofiq 

The overriding objst' w of our foreign policy is to establish a just 
and lssti~g In a~hie~ag this objstive, our policies in the 
wnomiie, politicalf m i H t a r ~ ,  sad informational fields all play an 
essential. role. This Report nndertabres a mhkement of the complex 
problems face in the field of foreign wonomi~ policy, snd ofh= 
some sumstions for an approach to their sofution. It is b on a 
mopition thst s sustained seclwit-y effort will be necessary over 
period cf yam 

The objective of w r  foreign sonomie poky has been, and is, to 
encoufage among the nations of the fie world those wonoarrio oondi- 
Gens and mla~om&pg esential for the dese10pment of' stable demo- 
cratic wietties willing and able to defend themselves and raise the 
living standards of their peoples ese objectives rrs to the benefit 
of all peoples; their national inte bound up with our national 
i.ntmests; oar security and well-being are dearly connected with their 
securits and wll-being. Neither we nor they a n  live alone or defend 
ourselvg alone. This fundamental unity of inter& underlies oar 
e f f ~ r t s  both to achieve long-term progress and also to meet the im- 
mediate necessities p ~ \  -ented by Soviet aggressive designs. 

Immediately following World War I1 this countq, motivated by 
the hope for a new and peaceful era in intslaatio 
Cicip5ate.d who3el.raMy in efforts, beginning with 
peoples eseverJ-wera who sn@emd from the hardship and devastation 
of xarl Increasingly, however9 wa have been foreed to recognize2 as 
the dominant factor in world sgairs, the deterioration of mXatiow 
between the free world and the Soviet IUnion. We have acted on the 
principle that this underlying conflict has been politimI in the broadest 
sense. The nature sf Ucited States measures to resist the thrat of 
a g ~ i o n  in vital mgiow has been predominantly economic and 
political rather thsn military. 11n actual experiencey where oar emp 
nomic and political policies have baeh effective, as in Western Europe, 
we haw gained gsomd. Where they have been ineflective, as in ps- 
of Asia, we hare last ground. It is in the economic and political 5d& 
that the major progress has besn made cr defeats m B d  



02 th0 

r defensim =pa worId. 
omtr~ Kith the necessity of nndert&~1g a 

baild-up and of reevr~tlf-zating the priorities to be as- 
s;@ to the s~era1. objwtive of our national po5.i~~. The poteatid 
conquenca of un ating the d E h s g  threat are ob60rt% and 
the ~ E t a v  p m p m  needed to meet it must be unde-ken. Bat 
miiitary strength, whil ry, i s  not enough While mopking 
the n d  SOP a careful 
d-ous mistake if we neglect those elements of a positive ~ n o m i c  

without which, in the yesrs to come, military 
ineffectin If we pursue such a program, 

=ion among p p 3 s  who share o w  
ideals will provide an eve& basis fcr pace md progress* 

Bacie to the success of oar btd foreign policp, and economic policies 
ss we& is the urgent need to win or stmnb&en support among peoples 
e~eqywhem for the intamationsl abjedives shared by the free world, 
and the ideals which underlie them ; and, at the same time, to develop 
our own undersbanding of other peoples. This corntry hm pmbbly 
nemr participated inso comp1ex and diEmIt a task It  is the area in 
which we have k n  and atre now the weakest. 

A mMic appraisal of the sttitads of  peoples in mueh of the 
non-sviet a o ~ l d  would indicate at best an incomplete uademtaniling 
and compndingly inadequate suppart for our objectives* We hwe 
often failed ed adjust or to translate our purposes and actions into the 
confexa; of their major inter the issues as they seei them 
fWk khat Bl8ZLy pre~ent may at the moment lend ns their 
support should not deceive us regarding tha extent of this basic w& 
nw. In many areas of the world and among large goups of peopIt+ 
the Soviet Union is making s desperats effort to capitabe, even though 
c p i d y  snd with frtlse promises, on the swelliag soGial and economic 
p-3.e~ now dominant &roughout tb world. We mast hold the 
initiative in this field; a persistent application of the principles of our 
own hree and dsmoeratic miety can provide the d y  d~rab1~  amwer5 

This purpose demttn& s positive p r o p %  aimed at a secure peace9 
$slvakhg the hopes an& eiibfts of the peoples of the free world, 
and capable of baing trsnslated into terms and issaes which have 

test advanMe is that we ean pnnme 
tivep honesty and conviction, on a basis of 

mutual ben&h and that our actions can support our words In thie 
tipprosch, =onomic betterneat must O~P~OUSIY have s central plaoe, 



bat &.nee reeaEts 
period of d a t e  need is to generats hope and 8 pmmim 
far the &%are that mn~ctio~ uif Mabent- 

owe~er, ot b~ t lxmelves Them 
UP t h  

e o m t ~ s  inva1v.ed and to our own polieia. '80 mnst geraerz?Uy oper- 
ate with md ~ ~ e m a x z & ~  handicapped in some csses 

rime or other m h v  and in other cases by tmditi~nd 
poEt3-$. fmtom to the present world crS& In helping to 

P can cont~brts; bat lades]Lrig on a broader plane is wsen.kxiQ 
and mnst enw-w fienced pvamnents to shape the policies 

egec%iv@ erconodc de;veiopmexl.k, 
op the a ive machheqr to csrrg out these 

paEcies, 
The mIe of dollar aid as such IS therefom limited. A sound stme 

tme of international economic relationship cannot rest on dollar 
subsidiesI 3 % ~  shoufd be viewed ss ssentiai supplemen6 in spe- 
c i k   case^, to policies designed to develop the nnity 04 policicd pmc 
pose, the attitudes, and the h & g  and financial reIationsships thst 
can provide s continuing bssis for proages along sound sconomic 
lines. Where they do not mme these p q a s ,  mere dollar snb- 
sidies xmy do more harm thsn good: they ma? perpetatate maled- 
jwtmentq reduce efficiency and incentivesy mtnd intensify mhl 

miring countries. Dollar &d is s oatslyst and not 
I a sustaining fuel. It must be & C C Q X P I P = ~ ~ ~  by a demo&ratim of 

~df-help, a&% of the pssilii for acmmpfisGng the objectives in 
I 

i xa i~d  
The mle of dollsr aid is, in any casej lhx&ed by our own reqnip6. / uirnts lor mnomie growth aud military ntmi;@h. The ability to 

m&e eE4xtive ase of our total reso- and to msintain the d p a d c  / nature of our mnomy will be severely tested in the long-term st 
t 

8 

I &ea& We must therefore make rt continuing evaluation of the 
tionship between onr commitments and our capabilities* As soccss?t 

4 

1 i s  achieved in broadening the unity of p n p e ,  based on mutual inter- 
est among h.ee peoples, we may reasonably expect a greater &a&g 
of ths burden of mur"itg and development reqzri'1~'ementa Where this 
unity is ROW iackng and where there is no willingness to participate 
adequately in the common effort, the diEcuIty is likely to be in the 
reah of ideas and values, or of internal policies, rather than in any 
economic capacity. Where economic deficiencies ase a major element; 
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ever, an inves0mepft aid now may pay larm 
ing collxtive &ren& 

a- 

and the non-&m~&t  world will castes cn their r%Istive 
srazcesrq not on$y in pr~&t.iap, ht aka in eEeiend1y ntilizhg and 
develophg the ecmomio resou- z~aifable to them. This, then, 
&0~1d pm~ide a keyno& for cur fo~.eign econemit: policis The 
d & p  and implemenhfioa of or? ie  policies W& ba ~ ~ d d -  
wide ia scope and based on ma international cwp-meion. 
The problem is not the ~iabii a m  OP the ;rltn5;ten&n~ 
crisis in mother, viewed ss isdoted gennapS~ phenomenia, m8~8 

are fundame~tal txmn~rnic intembtionsGps among the V S ~ ~ Q U S  

a- of the free world which are psdf&ed by simihr reIskiomKps 
in the X i l m  of ideas and of politid cohesion. 

Since we propose to p m d  m a broad bais of mntusl i 
it is i m p a n t  to develop insofw 
mdt3abmI approwh The European 
Atlsntic Tresty, and th United Nations' action in KO=& 
major steps foPR~d, oad thB I of slrch appmach in psrts 
of Asia has been a major dmwbsck We sh~uld look fornard to a 

of the activities of the UnifA Natiom o a e ~  
and ageficies, and to the development of sapjgi3e- 

menbZ mechmisms for the coopemtive haacBZbg of regiond d~veBzt.p 
ment s. 

Of 
policy anit € ~ m n o ~ c  proas-? scIhi~6sg both w ~ t h ~ i t y  d - 
coasis&ncy-not only their mb but S,ko their appearma 
To attempt to plao, program., or operate oc a year-b-yew 
or to sppea~ lo do s b i s  a gu~~aniee both of = d u d  eEactiveness 

ly- i m m d  eventual 

solution in the short run. At the -sams L t ~ 3  BegKH- 

the comon. @go& 
TO the world 8nd to mwgp 

nize their com~I~xi ty  &0u1d by no me der s feeling of 
i8~1; or btaiv* n ~ i r  miufion,  ad iha aobiveem~nk of a&- 



dingc T h i s  
mquk aL coatinptattx of 

ship, M y  appreciative of the psgchollogy of other pp1es snd 
exercised WIT& c~ntinuitv Y and eonsistenq. Bat we have pmfomd 
advmtagps on oar tideC Our matesial muremy if pradently nsd, 
are adqaata We have strong allies nniM to us ihrough s shsr- 
ing of the hdamenhl idesls and objecti~es of free men. These 
are the ideals and ves which have a xmgn~tiic ap~ea1 to all 
peoples-even those the Xron Curtain. If pr0~er19 gre- 
senb4 they am i r x s ~ i b l e  momti fame with which the 
ecnstmdive work of bui1dhg a secm ces proceed. 



11. Postwar Econodc Trends and the United States 
Bdance of palm en^ 

the years since the end wsr, m a o f i c  r e m v ~  snd 
world have been hmay de- 

pendent on wpplies from the Uni , in ~ o ~ ~ ~ e 1 * $ - b ~ e  
psrt by g~ar~ta and l ~ m s  These ~ X Z ~ S  and l ~ s l l ~  msde p&bae sn 
imw-t k in ths goo& and sep:ri,cw available to other 
m ~ t r 3 q  over snd above what theg wonld otherwise haw able 
to bny and produca This increment was necesssrg to further the 
objectives of oar foreign policy, pari5cdsrJ.y in recent yesrs to build 
up econu~c and poEtia1 stmngth in friendl$ countries. 

The extent to which the rest of the world has, on bslance, drawn on 
tstes prodaction is indimtd by the size of our expo& mrpIw 

4 years 1946-49, this surplus totded 
2Eon d01jtm of our net receipts from 

G o ~ e m e n t  grants 
t~tnl  and g ~ e m e ; ~ e  

10~bm for another 8 billion dollam b-ost of the remainder was 
&mmd by the %quid~tion of foreign gold and d o ~ ~ a r  holdhgp and by 
C&kd States privake gifts and h v e h e n t .  In 1949, grants alone 
slightly exce.eded o m  5 billion d o k  net Mntribution of goods cmd 
sen6cts (see appendix9 table 1). 

Thicl net contribution bg the United States provided the critical 
margin which enabled Western Europe and Japan to move toward s. 
se l f -s&dg status. They achieved a measure of stability in their 
political con&tions3 brought inflattion under control, made g d  the 
d-cti.on and disorganization of w a ~ h e ,  and improved and in- 
c their productive equip s their productivity rose, they 
expanded their exports and 

ite the fact that United States Government assistance was di- 
rected primarily toward Western Europe, little more than half of the 
United States export surplus mas with Western Europe; every o h  
major area of the world imported more from the United States than 
it sold to the United ~tate5-in contrast to the prewar situation whm 



sapplied doll- 
G'nited States axport surpluses to o%hw 

notsbly W-rn E m p a  i"ne export snrpfus &th nox?-E- 
pesn axeas was h m c e d  partly by the liquiidatioa of ass& SCCUIB~~W 
during the war, aad in a few c m ,  such as Jawat the Philippinas, 
and Horn, by direct aid from the U&ed States h largs psrt, how- 
ever, it ms made direct$ by &t+ E m  
p u n  and ~ther pro * 0 t h ~ ~  C O W ~ ~ ~ S  SOI 
Eump for which theg mere psid in dollam and they nxei~eC$ some 
mpapen8; of debt in ~ Q D w .  Thus, oar aid to Western Ewop has 
been l r ~ l  impom& factor in g the &conom.ies of many no* 

corntries as well (sea a p ~ h ,  tables 2 to 7) .  
has marked a major turning point 

in the need for aid for economic m v e q  pure 
of-papenb pition. This 

is indiahd by the great. prob- made by Western Burope and Japan, 
a d  &e e n t  to which other ~ n u ~ t s ~ l p  hth h e G c a P  Canrrdi? 

ed their bihmof-pa~ments po- 
rkd deche in th0 Uni 

smud rates) in the h t  hslf of 1849, to 4.9 bilfion doZh  
~ n d  hall, and to 23 VbilIion dollars in the first half of 1950, and vir$uaJIy 
disappred in the s m w  o 
from a fall in United States 

F-iemors,  there has been rapid p 

tries Before the war Westen; E U F O ~  financedl its chmdc. b d e  
deficit with the Uni.hd States by net eea of dollars in i& tmib 
with other aress and from its net income on i n v w n b e  Thesa. 
are.w+noIt'aX,I J t%e st the eve- depnd~n~ie8~ and &* 
Amexiw-in tam had 
ing the last yaar these areas have retmnd to s mrpllls pition in 
&&bade with the o ~ b d  $tateg and it was qph homing p&bl~ 



f a  E ~ o p  -to am B ntial amo& of do h i ts 
tmda with third 

As bfom t h ~  Komm crisis and dwisibpas to 'Ib-&Id 
up debnm? it mnId be seid xith some coddenw that by 191 or 
earlies, W-m Eux"op- as a =hole, and Japan3 would be able to 
p d u c e  for rt suEc:ien$ goods and semi- to pay for n e c m  
imports, and that they wodd no longer require United States econo- 
mic Gd to obkin ac. sd&tian to their &h]t resource. Them re- 
mained, ~ O W @ F E ~ ~  prospxti~e &%euItiw in finding adequate WPB& 

ts in w%ch goods could be sold for dollms (or for 
cnmncies cunvertib1e into dollars) in order to finknee essential im- 
ps obta.Inable onlg from dollar s~uxrces~ 911e marketing problem 
could bve. sold through fie combination of an improd 
competitive position for W e a n  Europe and Japan, an increase in 
Ua3liM States imports, and a larger flow of United Statea capital not 

'btm exports, 
most of the underdevelop5d areas of tbe world, those 
per capits income+ faoed 8 continuing and serious 

d&C;iency in total w.onornic resou-. By and h q e ,  their problem 
was rrot to find markets for their exports, but to find m u r w  sag- 
cient not only to produce for export but to provide s tolerable standard 
of living and a rate of investment that would give some promise fur 
the future. Even where their external paymepats and receipts 
h d i d  s dativdlg baland exchsnge position, this was over- 
&adowed by the haffwtbe use of avsiIabPe resources3 c h o ~ c  povefiy, 
increasing population pressure, primitive production methods, or . 

&ease and FOP many of the underdeveloped ares, notably 
sooth and southeas& the standard of living and the rate of eco- 
nomic devefopment that mnld be wpported from their own re- 
with dz%ag methods of mmagennent and ut-9;ionf wee so low ss 
t~ end intterw%l st8b3t;p. 

Thns dthough, by the middle of 1950, it seemed clesr thst the major 
readjustment of the United States balance of papenis from its 

r position had &wdy occurred, serious and par&- 
problems remabed: The need for adquak mi~keb and some con- 
tinued competitive w&ess in tEs case of Western Europe and Js- 
pan; the low levels of outpnt and e x p r b  in nndedevdopd amas, 
and their consequent limited ability ta finance imports; and the &Ei- 
cnlties in selling in the Vnited States markek and tbas in financing 
n d d  imprh3 from the United Stattest 



De~eI~pmen& OF recent months have set in motion certain do- 
ahic6 basically aEwt earnomic treads and increase the need to im- 
prove the use of resources in the ffee =urld, These gm (a) the deoi- 
sion to amelemh rammeat  in the United States a d  in Western 
Europe, ( 6 )  the increasing tension-xtailita~~ aconomic, snd pEti- 
cal-in kpo&ant areas of the wor1d, (e)  the impn&g sftoxbgg in 
mjor raw materids and durable goods7 and (d) the prohbiEe of 
general inflatignasy presxmrw arising &om the inere- in runnameat 
eq~endihres and, esp&a12yf of sharp increases in raw material prices 
It i s  also clear that these factors Kill haw s, wid* va+g imp%& 
an digerent countries, 

ile quantitative evaluation must await decisions *anling the 
size aad rapidity of the military bdd-up, several trends aflwting the 
Un3.4d States balance of payments are clear. Thwe stem largely 
from the increasing shortages which will oecur in the ense of manF 
g d s .  Firsts United States imports of raw materials will ziss fastsf 
than ass earlier expected-in dollas mom than in volume3 o*ng to 
price i~zreases Second, the United States demand for imported 
manufactured goods will expand owing to shortages in this country, 
although shortages elsewhere msy pxvent actual imports from rising 
correspondingly. Third, availability of United States civilian goods 
for export will decline, thus mising serious problems of export dis- 
tribution. Finally, the pressure from security pFogram on United 
States resources will intensify the n d  for expanding foreign supplies 
and should make evident the advantages of encouraging imports. 

As a oonsequence, the i.ceessity for large United States grants 
directed primarily toward : s c m e y  k nearly over, except for possible 
emergency situations Eve 3 if United States economic aid were to be 
terminated according to P Z ~ ~ ~ O I I S  plansi notably in the case of EIlP 
in 195Z3 it is probable (because of expanding United States demand 
for bports and rising prices) that the ~ t a i  dolhm a~ltdable to other 
countries for the nexb few years would exceed the amount of dollars 
aet;ls?ly nsed by thme countries during the last year, not c o m t b g  
dolkrs they used to increase reserves. 

The urgency of pursuing certain objectives, however, has a h  been 
intemified. It has become necessary to (a )  help make podbIe? politi- 
cally and economicslly, a rapid building-up in the defense qsbi l i t ies  
of Western Europe; (6) help strengthen the economic and politicd 
structure of the free world in general against the intansifid p r e ~ w 8  
of Soviet Comuni~e  penetration; and ( c )  help develop additio~al 



of supply d need& msk~iafs~  The  new gtuation the 
q n a o n  whether the pmpctire supp1y of dollars, and their p m p -  
tin deslthatiion, are adequate to seme the objectives of our foreign 
policy. 

It is clear that the d & b % u h  of dollar earnings m o ~ g  the osrions 
want* aiE not be adquab to %me this p ~ q o s a  The outlook for 
W&&m Europe has been changed substantidy from t h x t  which pre- 
vltiled prior to thts Horeim codic%. In view of rising dollar earnhie 
in third areas, it is like17 that Western Enrope will h d  apanding 
markets avelable; but the p r w w  of rearmams:t- rakes doubts con- 
cerning the ~ d q ~ 8 ~ 3  of its total economic resonpas,  its ~bilitg to 

tlg, and its ability to preserre satisfactory 
relation between import and export prices). 

Some underdeveloped eoantries *Fill remain in an unfavorable ex- 
chrm$a position. Emergency situations, such as that in Korea, may 
create e&mordinarg r q u i x ~ a e ~ t s  for orsupport and rehabiditation. 
Converm3y7 many raw material producing countries will face prob 
lems in the use of their markedlg increased duller receipts 

Furthemore, the toikd supply of dollars &om normal m u r e s -  
mainly United Statas imports of goods and services and private invest- 
merz+b not Wrely to be adequate to serve the p u v w  of United 
States foreign policy. b the long ma, s rate of progress in under- 
deveIoped countries adequate to serve wese purposes will q u i r e  public 
investment abroad in the form of sound loan progmns yielding a 
htum return* In the shaft m, further grant assistaace will be re- 
quired (a) to make possible s, rapid build-up af Westmn European 
defenses and (6) in W t ~ d  amounts to expedite expansion of pzw 
duction in some mderdteve1opd areas 

The disparity in trends ~ m ~ n g  different ~ ~ m t i ' e ~  can be ~ d y  
dmaBef% bv s- excessive price increases on gmr'ks entering into inter- 
national trade. Lagging production in msrnp raw material prodacing 
coutries is already s serious problem 5 under the impetus of rearma- 
ment certain raw materials will be under greater pressure of demand 
A substantial debriomLion in P6wtem European and Japanese t;ePms 
of tm&e (i a, an bcrmse in the prices of their imports relative to 
the prices of their exports) could milermine the further approach to 
self-fjuppu~ i n ~ o l ~ e  serious risks of internal inflatioa9 and handicap 
the rni1ita.q~ effort itself. The tendency towards infiation has been 
reinforced throughont the world At the same time there i s  the prob- 
lem of obtaining a proper diribution of both raw materials and 
mmufactwed a in the face of general shortages and a pattern 



iogs =Gag dige~nt corntries which does 
ri835tis of nis for defema and 

the sequence of evmb 9PiU be 

p w t h  will d part on United S action. h e m  
in o'uQa;rt in other 
prov~ion of capital and ins&menf goods from the indastFialized 
oonntries The course of ths intmm.1 Eited States price level will be 
an important influence on the aorld price level and, in particular9 on 

f those areas, snch ss W & m  Bump1 which 
quantities of goods h the Uniited Stataa 
is the major consumer of many TPW mate 

it can, &raqh cooperation with other con-em and producers, 
r chaeGng of these goods and restrain rising prices dnring the 

SinxiSaz3y, through cooperation wit21 other 

mkkn 0f e~p0- clO20lXtphh high pfi~l'&y pU~8EH33 thas 
permiti a dissipation of doIh assets on nonessentials. 

Thus meriii; kt~matiional deveIoppaenb snd the intensified strag& 
w t h  Soviet f"x,mb have msde eseatiaf a continued eE&ctive and 
vigornus pmpming snd admhi&rat;ion of onr foreign economic poli- 

able and 6huuEd be possible to carry out our objectives and st the same 

in - s but it is &he eB&ire g out of our objectives, and 
not the balance itself, which is p%r-cpmL 



111. Watern Europe, the Sterfing Area, and Japan 

n m  of the con+ and s o p  of the European very 

I The  recoveq in agrieultare, industrf, and trade; tha &Q=~;~oP of 

i b%ng -1%d8r& oombiad with xa31erakd, i n v ~ . m a t  in plant and 
i qujpment; and the deoline in ammuaid  idlaen* conld XI& haw 
I been ~ E e v d  by Wm&m Emape in the absnxw of Iarp -ajr&teck 

S h M  aid* 
The badc &re@h of Western Europe lies in its great i ~ d & ~ i d  

espscity-much larger than that of hssi8  and its sat 
sdvawed skills of its workersJ md the undergng stre 
morn1 and cultural tmdiiti~s Its p m n t  w e b e s s  lies, m i l i h ~ y 9  
in inadqu8h defenses; politieslIg, in apathy or wwk momh in some 

; sad economidlg in the e&mms dependme8 of the national 
m o m i ~ ~ ,  both indi~dndly and cdectively, on  imp^%^ f i ~ t n  
other lpsrts of the world. 

This dependence on imports existed befora World War n, bat its 
efksts have heen greatly magnified by developmen& during and stam 
tfia W S E - ~ ~  the loss of ent income and of E Euro- 
pean trsdla and the somewhat worsened terns of trade. Tha net 
msdt is a &rious and matinukg uncktsinty in the fmding position 
of Western Europe and s significank bwering, compared with prewar, 
in the propdoas of total output which now a n  he devoted to con- 
sumption. At the same time, ths qc=ehtic)ns a d  p u p  p ~ e s s u ~  
of the peoples of Europe for greater well-being ~ V Q  in- 
mas&$ as indeed they h ~ e  thmaghont the world. 

in the lest few gears has on the whole been 
r living &and&& are being sppmacbed and in 

prewar is being devoted to capital impm~emmt and that 
popd%t;~om haw substantially increased. At the mme t i m ~  a e t  

made in readjusting foreign trade to the loss of 
prewsr income from overseas inv&men& Total export+ voIm6 i s  
now well s h ~ e  the prewar level, a h e m  imports have been hald elm 
to that fevd. The Cot-aX import mlpfus declined from over 7 bi1Iicm 
doBars in 194T to a level estimated at approximately 2% billion dollam 
in %he 1 yesr 1949-CO. W e e m  Europe's major i n b m ~ o d  



pernext& pmbtem in the ]--st fe*c r nus has ril>n the deficit aith h 
doIila~ a m  T d has : i u d It &acted 
the failure to obtain wBci6.1t s ~ .  .~plim f,  -.n nondollar 5ource~ and to 

su.iEcien t dollsrs for cumncies con- &: + ihle i r  ta dollars) 'to pay 
for ne-v imports from tht. dohr  srw (see 6 ;>pndkaq tables 8 
tci 10). 

During &t last yew, the ERP countria as s ponp Lmw not in fact 
required ths fall amount of ECA aid CQZ finance da5l~z imparts a d  
have bem able to nurks mtbstantisl pn-gess in ret ;lndi~jg their mom- 
tsry -mms* Increased mstrictkm.+ .n ddlallar izn~0&, particalarlg 
in the stezting area, and devaluation hr*e been among  fie most im- 
portant factors contributing to this develt ~:2snt. In the 6 ~ ~ 1  year 
1949-50, with a total import surplus in the na~ghh~hood cf ?Qf2 %if lion 
dollars and a deficit in dollar payments that ~ . s s  pmbakjp 'ittle, if 
snp gmPet, the EEP countries receired D P W ~ ~  4 bil l ia~ doB~x~; of 
American aid, which made pssible a snbstaniiai increase their j p l d  
and dollar reserves. Betwen the real ipne~~;  of cnrrencim in Sep 
t e m h  1949 and June 1950, gold and dollar * G S G T ~  ?s 'ncnxeei by 3.5 
billian dollars, of which atbout 'iO percent was s~>+it '~dM for by the 
United Kingdom. It should be noted, howeo ,r, that this i ~ c a  ; s ~  it 
resemes of most countries below iev91s .p;Ech sh, ,Id be conside*d so*&- 
isfactory from the standpoint of oar o m  interests as wall a j ) 50s of 
the countries concerned (see appendix, table 11). 
An encouraging d of this improvement has been the eatent to 

which W e s h  Europe's dependenca on United Six:& sonnea has 
diminished. The dw1in3 in its imports from the U B : - ~  a d + +  r~ ~a SGW 
had no apparent depressing eBec?s on its economic activity. Thia 
decline w s  made up mainlq- by larger domeatio production, which was 
aceompanid by an increase of s h o d  one-third in i n t r a - E u m ~  
trade* Them has been an hpmvement in tha competiG~e pcn6tion of 
Western Europe and s tendency toward a return to prewar t ade  at- 
terns. Leading countries tended to shift their purc' sses toward ex- 
ports from countries which ;lad devalued their currencies mast, e-d 

rts of $21- w h w  cumen~es ware eif,her no$ devalawf, or 

&me of the improvement in Wetem Europe's trade position wan 
due to factors that appeared taporary exen prior to the decigion to 
m3~1, Rebuij. af inventories in the Khited $%8tes, by its very 
natum a temp p m m ,  led t~ &XI ~IICIX-ZS% h T.Tfi&d Sam ifi- 
ports fron which Europe ben&tecL Devaluation was fofE~wed by a 

o6eial meme8 of gold and doUars previoasb q u i r d  for 
p-m* Despite Eh- fi~&%fq h-6;~~ 

Best Available Copy 



s3 part of the impro~ement in Emcpaa trade 
an the fog ttion of i n ~ m - w  in A aruducti~ity snd im- 

pmved corapetitire poeition. Dsp ib  f i e  need to ream, sppmp~* 
d m d c  pofieia map still pennit Western Europe ta i-=prove its eom- 
petitive psition in world msrhts, and thst? mark- I L ~  

to w a n d  ss s zmJt of the 
of doUs;rs to spend 

rp, bo=e~er? is that m B~rope hss not 
felt rha fuU impact of higher rsw rnsbfid priQs arising from %cc&- 
e r ~ t h  of United m m 8 m e ~ &  nor th@ of G f f n  pX'Q 

ive m8mma&,  h serious idstion in the prices of row msts- 
Enmp mast import, RJative to 

oould ba, particdm3p hard an the major Co 
oould crate d"&cdties in m e i n g  imporE requimmenk %%us, it is 
important that cooperative &~s"ts~m be taken to maintsin qaitabb 
priw for raw rnateri* if e &ough accelerating the incresse 
jgi their ~ ~ t p u t ,  and k, pa to maintaia rewn.8bIte p- sts- 
biIitp in the United Shtes and in TJnitad States export& 

nts of mmment ,  moreover, will increase tha quanu 
tity of imports n d d  and, by straining p'. prdu&iv~ 
capacity, will tend to reduce the quantity available for ex- 
po* This strain Kill be scmeahat sUe& 
&on in kohl output It amnot be expxte4 however, thst the rate of 
expamion achieved in m n t  years, as large-scale mcu&metion and 
m d d m t i o n  were mder~ken with the help of sizeable Uxxited Stam 
aid, will be maintained in the futura 

culty, growing out of the rise in import prices and the 
strain of rearmament+ b the dsnqer of iaf%ation in Western Europe+ 
which w s l d  accentuzl te the b:alance-~f-~a~ments problem asd the 
pmblezn of m&ng the se of strained reoit3rces. 

easures needed to meet these probBw 
b h dom€?!Skic ~0rn~ptkXl .  &Xld h~&- 

merit. In some ccmtriesS idationsr~r p r a m  sW1 persist; in 0th- 
e ~ ,  gorenunen& are heed with problem of woial cleavage and 
political division There is an obvious clash between the m u o n  
~aerifices necessnry for adequate defense and for self-support, and 
the powerful popular aspirations for better living. 

Present circumstances, moreorer, r a r ~  significantly among the sev- 
eral  cowvies of Kestern Europe. The fiaited Kkgdom, although 



markets for the I mw mfz,k~ral 

ng  tio on. 
&part from the specis1 situations of G snd Austris, the major 

m a  3. In spits of ma g pmgress in many re- 

eut snd fo-w $rpvemeat 
iraitiativa Its full elimination would probb1-y require large-scale 
emipation, far which there is E8tIe prospect at present, In the oase 
of &rmzkny, the inflow BP ~ ~ ~ Q D S  of mh and Lhe I& of h o d g  

serious m a p l o p e n t  problem; the cn-wnt of important sonraee 
of supply and markets in &stern Enrope has &mpted the cusbaaraq 
pathm of trade; and the baddog of asr detmc$;ion, notably in hona- 

a high rats of Bdh @owkia mag 
br the dekri on which their ex- 

po- exchange for impo- which mphsiees the need for rapidly 
I.;s;ng mpfopenrt nnd uukptnt 
In It&@ and Germ- snd g t b  in ~ F ~ W  the hek of poEti@$I 

cohesion is a. matter for serious a.nd ~ E s  in turn mm on 
hprovement in the 

economic bitnation is being achieved B devePopment of ax- 
port marketss, the basic pmbliwns appear to be msidty internal. The 

nsture of their support and a h  by 
feve]Ts. a qxdxzix~~ 

Westam Europe's economio potentia.1 in general, though verg b g e  
iit comparbn with most areas of the world, i s  &onsly biteit by a 

in enmpreaee1 initiative and by the of 

ces, saeh as primfixing and 
erydtzy features of 



rs to mmpti~vn in btm-Eu~)- 
b n  M&mtd by ;8,p~%en& among 

other?% horn43 mmkek As 

nea of the pdilictim 

cff- sxl. the9 mnomic &mctm. 

of these g%ned o u t b e  of Weem Europe's awnomic 

maiamsment in tba Westem Wor14 States military 
aid id &the North Atlantic Treaty coontries ; snd, seeon& the hcrw&ng 

of hemasing supplies of e&kntid materkdsF and 
ut of fiu &&* 

security of the free world mcpirss a rapid acceEeraC in build- 
ing up of defaive militmy strength. This hisD be a joint effort based 
on m ~ t a  interest and mquiri~~g common satcr%oe~ in aceordance with 
emnoxszie capabilitiese This military buildup will d i m  to military 

some resowcs which would okherwise be available for con- 
hv&mm& or Thq qu&~om d s e ~  as t~ how 

far &e mantries of Western Enrope must go in 
security reasoras, how Ear 

what the 
ia Upit& States 90Ecies may ba 

*pact of Ud& S ~ ~ F B  merit win be to sdarge gpstiy 
eqx* arid the abifity to earn 

dollars, both in the United States and in third sreas Adeqziate mar- 
kets are in p m w  for some time aad this zemuves at l& 

eving European self-snpprt, The imp& of W&m 
Empts  o m  -mamen% however, will threaten its sbility to take 
advmhg~ of &w markets; it wifi i n v h  -cult ohoioes merding 



a 
extant to which saw3w be 

fie forn of obtain- 
of seenritp and palitid 

e b f i e *  * 
The maintensnce of high levels of ent is d&mbIe to expad 

and modemi= basic capacity sad to meet sntta housing needs in cer- 
tsin tout-~es. .A eontkud risa in the voiame of exports is ne-q 
if self-suppo~ is to be achieved- There a 1  be presmres for hrthe.r 

in mnsumption, paficdarlp since many & ~ r $ ~  have only 
E ~ T T O P ~ ~ W ~  C U B S ~ ~ ~ I ~ ~ B  tbns 

the other hand, the living in W&tm Eum* while 
in soma mpects belaw those 
cwkomstd before W o ~ d  War 11, are still high relative to the rest of 
&a world outside the United States and same members of the British 
Comonwd& imum coxamption requirements are not sa much 

to phfied necessities as to what is needed to prevent politid 
or to n economic effort and national IupXtja h d  

thi in torn, is Xmgdy a matter of national morale. There is ream 
to believe &at, as the f e e  wodd 8cquires the capacity to defend itself, 
Western Eumpwn TIHE& will be strengthened and the eoonomh 
adj~jnstments neeemtry to remsment win be facilitated. 

A mititaq buildup of &atbIe proportions eonfd be undertaken with- 
oat requiring s divexsi~n to rnititarg pa of the h e l a  gr4)Wtb In 
outpnt which caa be apeted over tb few years in W&em 
Europe as a whola Much less of the possible increase in output would 
need to be diverted if aggressive messares are undertaka to eliminate 
u n d e r ~ p l o p e n ~  of m~urces. Ths military buildup mil, of coarse, 
bear heavily on certain inddzlies, as it will in this comtry. It would 
also d s e  dificdt Escal problems for the govemmey1f;s involved, in the 
light of heEcient revenue system or of budgets already large. 

Nthough the requirema@ for future United States aid are n& 
the mdt of pu3peIg eeonumic factors, and are related to questions 
of m o d  and poEtia1 arpabilities, these requirements may be never- 
theless red and compelling. It is cIear1p in our as it is in 
theirs, to have the W e e m  European countries as soon as possibl9 
in a position, b.3th militarily and ~ c h . o 1 0 ~ o a l l y ,  b participate fully 
in the join& defense effort; and to achieve full use of their resourns 
to increase the security and ecommio strength of the free worlrl. 
Toward this end United States aconomie aid plays s subsidiarg but 
33 rg rola It bas mmd in the past and can mrve in the fu- 



tbs p0Et.5.-5 f8m8~ &kk*m~&ina; 
and demmratie -&GO% snd to faciIitsb an 

the req~& prop.tions and sf the q ~ r e d  m p i q  (s) is beyond 
E w % B ~  to undepdk+&e sh&-m p w  

in suppEiis fiOm d63rUkr sourm grid thas will a&* special 
on the sh?10*-m dollar 8~sihbiGtis  0% mo& of the eom- 

mati~uing marked &e in th8 do&r m q ~ v e s  of wm$i 
countries tap to the pmwnt reaecb the favombffe imps&. 

dollar pit ion of developments in the U ~ M  Stat- while 
the impact of their own rmmmmt on their 2s ha23 not 
yet been felt 

The amount and dnr~tion of eeonomio ajd to mppd the d ~ f a q  
progsm obviously depend an the size a d  duratim of mpid milis 

Europ? anii on t h ~  pmp&m of th&r 
military qtrj,ren;ank which will be p ~ d n c d  in the U ~ M  Ss t sn  
~ithough worroHziic recovery has besn mom rapid than wlrs m%i~i- 
pat& in 1941, rwst events have sup8~edd q as the domi- 
nant objective. 

June 30, 1959, is thns no lo~gpr targat data We & o a  fsee 
frankly the faet that the origirtal p of the Europa B e m v ~ ~  

objectives of the EBP in E 
ever to oar na~oml 

W e e m  Enmma com%~$s in the light of their r e G d  qeac& 
asd fieir espb%Ga mder the joht d e f a e  cff-935~ 

Pm~ided that the Y$&em Etxopm c o ~ , r t ~ e s  undeaBs w gqafpm 
inely adqua& effort to pmeed rapi&y iE bailding their defwe 



it now s p p m  thst a conhaa~on of United  state^ aid? apart 
be nixdd for anej!ther 3 or 4 yesr~ be@ 

a s  she 02 the mmaprxent 
comes ele;&~er. It should be mphssi2ed thst the puqow of this 
cmtirrued aid is p x h z y  to enable Western 

bation in the joint effort to 
The rq~remmb must be mugd ~ r d -  

* 
In d&-g the nstnrs of awiktanq and in its a-~ion, 

it is important to basr in mind the longger run objectives with respect 
to the creation of s democmticallg strong and eeonomicallg independ- 
ent Ewop In this comection three major s p c t s  appear bpmt. 

PiT8t3 8 l ~ r s  dkq  ~xP~XX~&OXI p h w f 3 S t a m E ~ m &  
be made part of the tot4 to achieve closer politid mhtionships 
snd unity of purpose, E, ffo example, it wera apprwhd on a 
countq-%,y-c8mtry bssiq it codd swioras3y impede the progress now 

wonodes and 
mmovid 0% trade barriers, 
ud c o u n ~ e s  to protec of payments against inmaad 
; n n p f t  dm=& m d  

W e  should resist ang such trend by encon 
measnres and thagh the administration of 
in this way a n  the output W&m Europe be maximiead. 

One of the admhistmtion of aid relates to the fatam of the 
En Payments Union (EPU). The eqamion of kt=-- 
pesn trade has been one of the most -Inaprtanf elements in I!hropp 
rec.overg, and further expansion can make h&gIy d- 

EIPU Ekim&&s 
md&tera1 system of p a p a &  among the West 

ern European comries and the ~ h 6 b  sterkg area The United 
stah &odd! continua to support the development of mi dmtive intxs- 
European payments m e c h h m .  A% least for the tima being it h o d &  
eo~tinua &e a U ~ t  to EPU a portion of the dollar aid it exhi@:& b 
Europe. This makes it possible for those cous3~trks needing doBkam 
to esrn at least some part of them by exporting to other EPU eom- 
tries a& would enable other cowtries to .finance d d i t i o d  import 



Wefiz2 Emope 
shudd also be given 

to wing EPU to finance 
the d ~ f ~ m ~  p m g m  am c:oxuatxies and the 

in~o1~w contkud disr;k- 
bation @pixst E O ~ P  imports, is no necessary contliet between 
the Ebmlizstion of trade and s betteP ~ t b ~ o m i c  integ~tion. within 
Westem Europe, 8nd progress bvwd the raorart-ion of a ~oric3-wide 

of dt i ts teral  trade and p a p a t s  The removal of bilateral 

com~i t ion  and p r d u i v e  &ieimcy and thereby stmedm the oom- 
petitive pit ion of E m p n  exports in world markets, The EPU 
sys*m muld tend to m e w  with a wodd-xide system of seIt1exnent in 
wnvertible cumncies if the element of guld mtt1emmt in it were pro- 
&vdly inc . This is the dimtion in which we &odd press 

W e  3nd the complete eEmhation of txade di asimhatiu3t~ - w i l l  
not be pwsibI% howereir, until tbs compe~tive paition of the Wastern 
E countries on wolc' markets i s  improved to the point where 
they are willing to use dollars they earn in world markets in settling 
intra-Europe= accounts. Thus, basicdy the EPU &odd be viewed 

in the proms of aclXie~g both a p b r  
Enrope and an app~oach toward freer 

trail@ between Europe and therest of *a: world* 
Secd9 b ~ t h  eoonomio snd political c u ~ d e m G o n s  make it wise to 

sepalrab the admhistmtion 0% economic &&n3.ee fur E w o ~ n  eivi3t- 
iaa 8nd military production &om United States dhrg  asskh~a: 
i e, tibe pp"o~i.0~1 of finished ~Iitary equipment. Ob~oudy dtxisiom 
an the and amount of total United Sb& asistane, as well as 
an many other maam5 must be based on top poky determination 
within the U. B. G o v e m a t  and M over-aB plans agreed npon among 
the participating countries b e  soeh decisions are mad% the plan- 
ning of United St%& aii& from dkry equipmeah shonld not 
be based on 3 mere d&g f spec& Emman projects, such as 

miEf;ary items. It &odd rather be based 
ent of quiremeats of Western Eu cone- 

trks-for commption, investment7 e x p ~ ?  and mixikr-y produetion- 
aod &ould be operated to promote needed developments in P d b ~ ~  
policy and better u t w t i o ~ ,  of IXSOU~CKS. 

F u ~ h e m o q  the basic co&rn&Sve p of economic aid b v e  
been clearly set forth in wmection vih ERP. It is therefore fb1y 



to be rnnch easier to mike sore that the pecpIes of Europe Ken m d e ~  
staad that our ultimnte objeet5i.e is a prosperous and secure 
we xn&~n this or s. similar appraach in our foreign porn, 
the admini&~stion and programing of aid should of course be modifid 
to mBwt the new s'ntuatioa, It is In this csnn@ion that the f ~ f  
militay 
Dnitd S nee may have political dimdvsnhOme From the 
standpint of military programs such use is imlevant, sillee hclX%3d 
ase of oounterpart fGr p e a t  nomilitarg exp~ditures can d e w  
ordinary pvemment revenue for military expenditures. 

T&d7 the longmnge e&ct of a military buildup in Western En- 
rope on future exprt volume raises an important isue. Short-run 
a t  considerations favor the production in Europe of many militarg 
itesns, both for American and TV&ern Earnpan use. A substantial 
increase in military production, h o s e v e ~ ~  will inevitably reduce West- 
e m  Eum,p7s capacity to export, not only because certain industries 
needed for military production, e. g., e n ~ g b e e ~ g ,  metallurgy* heavy 
chemicals, are also important export industries, but because R large 
expusion in military produetion Rill divert resomces swap from 
other industries now prodacing for export. 

That European rearmament witl require some diversion of re- 
sources away from export is inwcapable. But un1es mestern Europe 
is a few years henee to be faced with the need to rehabilitate export 
capacity and export connections, as it was following World War 11% 
this di~ession shoddl be held to the minimlun compatible with effec- 
tive rearmament. There are stron: economic as well as security rea- 
suns bor providing a large proport~on of United States assista~zce to 

rn European rearmament in the form of finished military items 
rving a proper balance between exports and a m  produdon 

in W e e r n  Europe will run counter to the n~tural trend in the psg- 
chology of the United States public during a period when United. 
States expo* svailabilitses, notably of  durable goods, will be d e c h  
hg. It is important that the -heriwn p't;pbfic md-d the r d  
NItm of the alternatives The qu&Gow am (a) the exkmt to which 
Europe can best contribub to the needed military buildup by diverting 
resources to the prdwion of military m ~ e r  fian by &ng 
military goods through exporting w h t  it can produce most eBcienaJ;; 
and (6) whether W&em Europe will continue to &en@a its 
long-run position through the development of trade with ares$ capable 
of supporting lasting trade relation&ipS or whether this process 
wiil be reversed and problem stored up for tth future f ir  the United * 

States as well as Enrope. 



The of Gemany and 1% are p&icda~b h p  ik ~~ 
now hare mmideraMe unemployed mSL;npTe;P and facilitiesS da3a0ugh 

& c i a  pnxtoction. It is of course essential thst t h m  reso b 
drawn iatc pr, 'odion and that markets be f d  for && odp& 
T o  some extent ihis caa and should be done through 
grams9 but to carry this process so fsr tbat thm two countries are 
prevented e d m  expaning their ddirrn exgort eBde and & a b m g  
those continuing trade relationships that they q u i r e  for independmt 
economic exktence, might weil in the long mn prove to be sn exceed- 
ingly expmiw method of mizi~~ary pmument* The problem is 
not only one of: military output; it also involves the nepd for firmly 
orienting toward the free world the peoples and fha mnoslies of 
the fomer enemy nations 

Added emp;lasis is lent to the above discussion by a consideration 
of tfie broad objectives of our foreign economic policy, which am to 
increase the eeonomic strength and solidarity of the free world and 
to assist in marshding its ~0:urces  in the most effective 
One way is clearly the development of sn international trade p a e m  
which makes the bat use of avaiIaI.de resources. Viewed in this light, 
the large and growing industrial capacity of Westem Eumw be- 
comes a source of p e a t  strength to the free world, r mems whemby 
defense capabilities be stepped up, and at the same time a m w m ~  
whereby the urgent requirements of many mderdeveloptxl! meas can 
be met to mutual sdvzmtage. Western Ewape on i@ part lrtmnst ham 
access to those markets to become self-snpp~ing, and mnst accept 
resfx'psibility for eompaing efhct.i~ely in them. It wanad be 
nnwise to bxempt or retard the development of this pattern which 
is already well advanced, except to the extent that Emitations ai 
capacity inage it n m a 8 q  to do so in the light oi  d i t a r y  nwck 
Las gene4 guiddne4;s therefore3 the followhg are suggested: (a) 

the nqently mqni rd  military buildup of Western Europe should 
be acoampa;lid by ~dequate consideration of l o n g ~ m  expos%, quire-  
ments, altboblgh it should be expected Q involve a sabsbiltial diwrsiors 
of rising total output away from conswaption and inveent.;  (6) 
the a&*stsation of economic assisfaace, including assistance for 
military grapdac~on, should be kept separate from the provision of 
military equipmmk although these programs must ~ 2 , ~ o ~ s l g  be 
elae1y related; , ad  (8) economic sssistanes should be bssed on over- 
aU reqnireme~%q directed st enconraging full utifimtion of ~ E P  

50urces and  pat&^ h.$epatition of Westem Empan  ~ a ~ r n i e ~ ~  



Ths general tenor of o w  woa20mic policies toasrd Western En- 
coontr%s &add be to return to a psxtaer relationship7 based 

on their kaceial independearn gad apprcpfiate tm&g relatic1nfips 
with the m s t  of &e word. B i g  is  one of the a d &  componenb 
in a mere1 of European vitdieg* 

EL 7kx B S ~ =  QhmLTB L35D $?~ERLPsG 

The stmtegic importance of the B~tish amonwealth to the 
mutual defense program, both area-wise and as s supplier of =ou 
is enem1Iy well ?5.?10m and d m  not require elabomtion. 
be lost sight of  b. this juncture is the impo&anee, to an &&ve 
o zation of the economic resources of the frw world, of sterling 
in world imde and of s strong position of the United Kingdom* Not 
onty is the sterling area an in&spenmbIle source of raw materialst bat 
the position of Brihlsl as banker and trading center of the workl's 

nmncy area makes Britain's trading and mmney poEcies 
importance to the redizstiwn of United States foreign em- 
wtivw. 

Furthemore, the devefopment of a healthy trade position for the 
Continental countries, the ec~zxomic structures of which are adjmted 
to an historical deficit in direct trade with the United State? re- 
quires an increasing ability on their part to earn some dollsrs in multi- 
lateral  trade nith the sterling a m ;  this in turn 
Ebmlhtion of restrictions against sterling 
Continent. Also; adequate development of the production of prhazy 
na$erials in the sterling ares will, be facifitated by continued r e 1 ~  
of bterxing balm- in moderate a;momt;s, and Brifish publio and pd- 
vate investment for productive purposes in the dependent oversem 
territories and the nst of the darling area. This is a desirable seg- 
ment of a world-wide program of development of underdeve1opd 
m a  

Since the war the United Kingdom has made impressive progress 
not in her domestic production but in w&ing the highly nn- 
favomb~e position of her foreign trsde a..ammt. British export4 in 
the first half of 1950 had increased to 60 percent above the average 
183638 quantity3 reaching the highest level on record, while the qnan- 
ti@ of imports has been held to slightly less than the prewsr level 
This improvement in trade position has been heavily dependent on 
foreign aid earn the United States, and, to a much smaller exten& from 
the CommonweaIth countries, mainly Canada. It has also depended 
substantially on a control of foreign trsde though the use of re- 
strictive and discriminatory de-v5ces1 i for emergency purp0a-s 



fmpm hsve been subject to qnantitative restrictions and %ar&ange 
controls. Exports from the Cnited Kingdom hase been fscifitatd by 

of %%.he 
have 

been aamctd into she1kmd markets t h r o e  the af 
b 1 m e ~  and the inr&mat abroad of BBW 

funds (see appendix, table 13). 
The improvement in the sterling am's internstima1 trade and &an- 

on has h a  particdam rapid d ~ r b g  the past gsm. From 
f de~atuz~tion in mid-Sephmbr 1949 to Sepkmbr 30,1954 

gold and dollar reserves rme. bg over 1.4 Idlion do 

become a subtsntiaf net wmer 0% dons= On 
improvement of Britain's dollar position has been wxompmied by a 
rise in external sterling liabilities (see appendix, table 14). 

mamefat in the United %tats its attm&n$ hcrg;a,ses in im- 
ports and rise in prices should tend, on balm- to improve further tb 
gold and dollar position of ths &ding area as s sboIe. The rise in 
rubber and tin prices &om January to June 1950 wodd alone have 
the &=at of increasing the foreign exchange earnings of Malaya by 
2W million doilars annually. Other dependent oversem territories 
may be v c k d  to herease substantially their dollar earnings from 
these commodities, or others such as cocoa. A heavy demand for orwool 
snd higher wool pries has shifted kttralis, from the position of a 
dollar deficit ~0untx-y to that of r net earner of dollam. Eking pi- 
in the Gnikd States will not only facilitate British expo& ta this 
c~uatry, but Kill tend to shift p u r c h  in other arms from BmeAcaa 
to British expurkers= On the other hand, oEseLting factors, mainly 
higher prices for imp*, are like19 to prevent the impr~verrjtenb from 
being spectacular. Taken by itselff sueh hpmvmextt as may 
is desirable from the point of viem of Uaited States foreign economic 
inter& Although the gold snd dollar reserves of the sterling area 
had reached 2.8 billion dolHars in September 1950, this was not r satis- 
faclapg level 

The paition of the Us11ib-d &gdom alone, apart from the rest of the 
sterling area, will be much less favorable. Its terms of trade are 
likely to continue deterioratk3 and its pmspe in dollar ze 
semis may b in part; offset, by a rise in short- 
%t least. some of which the holders will want $o m, 
Mow imprtmt, s large increase in British mi3itar-y expenat- 

will involve some increase in hpo r f s  and, even wit6 a tighb&g of 



od of wonodc depndencs on the United 53aites 
WE& both we and tho Brit& are eager to sroid The British ham 

g with an expanded m S h q  
bartian of the meant of a 
be expected thst an a ~ ~ ~ . ~ ~ g t i o ~ f  by 

the Bhitisb Govement of its full military repomibilitie~ will in- 
volve, n& on$ some red of planned com~mption and intg:rnsX 
hves$:meaG but akm s Gal$ slower nrte of hprovexwnt 
even B deterioration of the Tjnited =ngdom9s external pwkiuz~ 
Achiering the needed rate of increase in British military= expenditnrre~ 
by means that sariously women the external eamumic +tion of the 
United Kingdom &odd be avoided, in the interests both of the United 
&&m and of the Uaited Shies* 

e wn~&ib%ty of the ponnd sterling is in many ways an essential 
b w c d  the restoration of rxrultilatemf trade. fiogrem to- 

rling ccave&bility should take the f o m  of a gradual relaxa- 
tion of ~ ~ ~ i n a t c p r g  tade controls on the part of the sterling area 
ocnnhrig. This would mean that Britain would need to improve her 
mmpetititg posit e point where she could hold her tmde with- 
ox& 6% ~d of & tion by the rest of ths sterling area in f ~ o r  of 
softcurrency imports. Furthermore, convertibility could not be 
a&~ved without the immobiIization of a large portion of the sterling 
balances. Such immobiliastion would present political diflcu].tim for 
Britain snd might inapw economic hardship on ce 

on of converfibilitg mtil her reserves had been built np 
ta subbt ia l ly  mqm than the current IewL 

l?ru hwa~d~onvertibilityt should be enconrsged When and if 
Britain has lnst the conditions essential to convertibility (see Q;. V), 
o&er &an accumulation of adequate gold and dollar reserveas ' i  may 
be in the interests of the 'fj'Gkd States to assist Britain in p r o c t ~ h g  
tbe rest of the ' by making avaiXabPe financial assishnc% sn& as n 
stabZzation s&cient to suppIement Britain's own gold and 

Canadws& a member of the British Gmonwealth but not of the 
sterbg a- 1 ~ 2 s  met its ar import S U ~ ~ I O S  from the united 
States by tm export surpl 
m m d  in part by United Stst= aid to Western Europe. Recent in- 

rts to  the United S a t e  and decreases in imparts in&- 
Canads, is adjusting the level of its dollar imports to the 

level of dollar availsbiIities rcithout serious comqtaep3~ Over 



Canda's dollar p&~an should bs pmtfy improved by the 
ent of ~ ~ M s " I B u ~ ~  ~ZQR and ot 
y q ~ q s i o n  md &~e&fi=tion of 

Z" JAm22 
The economic p i t i e n  of Jspsn is analagouq in msng of its 

to that of the TSnited g ingd~m and some other e o a ~ w  of 

nrax+ Japan's eocnomic wdZ-hing is heavilg dependent 
u p n  foreign tmda Within the Far Eastern region in paficdar, 
Japsn is  an important suppliet of manfsetcres and s signi6amt mr- 
f e t  for the f d  and raw rnsterial of  its neighbors. b ~ 3 8  

of its predominant industrial p s i  e Far East, the p&xftiaIt 
mntsibution of a starb?e and democratic &q~an is EXtm2~dy bpo-nt 
for ecoaomio growth, the improvement of living standards, and the 
maintenance of  p c 9  in the r e o a  

Postwa~ economic recovery in Japan Bas been rapid. Tha index 
of industria1 production i s  onlg slightly below prewar, while the i d e x  
of indnstrial activity (which indudes electric energy) w w  exceeds 
the prewtv lev& Agricultural output has surpassed p m n r  tob'as, 
and them has been a steady reduction qn Japan's unfavarsble  B BE EL^ 
en cu~renk htema%ional aeeuruat. An essential dement in this r e  
eovery has been United States assistance (totaling h o s t ;  1.8 billion 
dollars fmm September 1945 though Jnne 1950), which enabled 
Japan to meet the nearly complete loss of i ts  prewar soam of food 
and rsw material imports in China? Korea, and Formosa (see 8P 
pendix, table 15).  

Further p m ~ ~  in economic recrvery is necessary. B~ecense of 
the verg great increase in Japan's population, per capits income 
m a i n s  well halow prewar despite the sib4ficsnt reco~ery in total 
output Although attainment of the prewar per capita income can- 
not be r e g d e d  as essential to a self-supporting pwition, continued 
progm toward those levels is important to political stability and to 
the further strengthening of democratic institutions, The chief 
obstacles are the disadvantageous competitive position of certain ing- 
merits of Japanese export industry (arising ouk sf obsolete plant and 
Mpment  and aggravated by inescient and wasteful use of man- 
power), the reduction in the size of Japan's merchant fleet, the inter- 
national plitical problem associated with the reentry into foreign 
countries af  Japanese merchant $33 md foreign tmders, and o v r  
the longer m, the rapid EIW of population - growth. 



Japm4s msjvr pmbfm7 hoerer: has been the diEcaW of finding 
psmke& where if ewdd e r n  cient dollars7 or other ear- 

at -were in kge part obhbsble only from hardc-cy 
nnhg to be in- 

vofvd in whirhat was mw~tidlv a m r k d n g  pmblem rather than a 
p m b  of hd~qste emnoGe reEonrws+ In Japan's case, the mar- 
ketkg pmbXem was s g p v a a  by the permanent redaction in tbe 
dollar m k a t  f6r rsr~ and prm-d silk- 

TIHEB &Redtie, h o w e ~  are not insamouniable. Even prior to 
the outbreak of war in KoriSa? it was clear that Japen had the phy&c~X 
capacity to expand rt production sn%ciently to cover the cost 
of n ect to its ability effectively to compete with 
other snppliers. Rant capacity, msmgeme.ement, and manpower w w  
dl available, although pzoblerns of cost reduction &r"oagb improved 
metho& and equipment ranalned. Some modernimtion of hdsh.g  
had been schieved and further improvements in productive eBciemcy 
were anticipated. It was thus possible to foresee that the need for 
net wilditions to Japan's resources through United States aid would 

disappear st an ear9 date. 
tlp, developments associated with or ~ c c a t w b d  by the 

mefmtion of United States and Western European reamamen% now 
suggest that the  dohr earnings aspect of the Japmem probIm is 
more snsmptible of early solution. Market8 for Japan's qozts -b  
mutheast r~pd M a ,  in ktb efim, and in other am- 
the Soviet sphere--in all likelihood win be expanded by the inc& 
e81- of these plreas fkom High prices far mw mh31"as nwded 3.l 
the United States and WesteTn Europe9 and because of the redaced 
1~vailsbi1it.y of Cnitd States soppEesC bs the &aging are$# for 
United Nations7 forces moving i n b  X0m3 J a p  has squired s 
tempmrg market for goods and services for which it is being paid 

economic development wd United States poIicies 
ekewhere in this Bprt wodd further improve Japan- 
markets and thereby aid JapmSs dallsr position. 

States fiscal gear 1950, Japmm official dolhr M- 

sane time there was a ne% mpayme;nt of && 
term cmiiib totaling 79 mill 
dollar wition improved by 2 ddars d u r b  the year, 
compared with Omn& of around 420 million dollars. This stmntgh- 



?s dollar resene pasition was, of cotuse, a dkmb1e dep 
t st which dolIar aid to $kpan eonld be ended. 

agsj in tha Cnitcd Smes 

~ekt(kg this h p 3 " 0 ~ @ m ~  
far &he %d&%i~nal 

-dig stocks for future p m e s ~ h g  or eo-ption. 
With s eontinustion of pmseat fs~or&k trends, then, Japan mrty 

be wholly =If-supphg, slthoagh st s lerel somewhat below prewar 
p r  capits inwmq and in on of suMatial dollar and possibly 
commoct-Q mse117rm by the ing of United States 8 d  ysar 

be carefully mmid~md and m&asud against the effect of t 
cirems-e brought about by current da~efopmmb~ 

of S~C&B&Q a pition of salf-~upprt~ momverII 
n o p p o ~ e t y  to builil b w a ~ d  8 tm&g m'1,ath&p 

with &trthwt b i ~  mil other areas that will permit substantid 
adjustment to the dwhe of -8% impodm@e as a major msrket aad 
s o n  of mw materials Within such a tram patter4 Japan can 

foarn& with an part of the capital and @onsame& goods 
needed for deve1opmmf purposes Given the neawary axpaasion snd 
&vmSc&ion of the &:odnctiFe capacity of the und~rde~doped 
countries, Japgn can hope to h d  new sources for its raw mataid 
irrnppSs and at the § m e  time to develop ,p sutudy beneficid exchmgd 
of speei&zeB manuktwd goods. 
If raw m%teri& and mk~keti3 are svaihbfe, Japan's economy c o d  

probably supply s marbay higher volume of expurts than at present 
wh&3 8t the SSUXlS ~n&lt&i 
samption sad investment, Eowver, Japm is perbps more than any 
other nstion dependent upon imports for survival, and if it should 
prove unable to h c m m  its production for export, it might need 

d aid b hame imports. 



IV. The Undmdeve5.oped Economic 
DweEo~men t 

The largest part of the non-Soviet world, meamred in terns of 
population and Isnd s?aa, consists of economicsLlg rmderdevelopd 
regions With some exceptioz3, the countries of three a ~ a s - h t i a  
hefica, Ask, and Africa--fall into this cstegory. In the non- 
Comanist parts of these areas h e  515Q,W7W people, 70 pement of 
tke population of the entire wn-So.8iet world. These areas slso con- 
tain a isrge part of thr, wox"t.d'?s natural economic mumas. For thnt 
-on!, t40, they represent an economic potential of grmt importance. 
Despite their great natural resoxxrea9 many of & e s ~  countries hava sn 
eztrernelp low standard of living, reflected in per capita income 
averaging below $100 a par in important countriq low levels of 
literacy, and poor oonditions of sanitatim and health, with life ex- 
pectancy at birth king 30 years or l e s  in many countries (Sm a p  
pendix table 16) 

These oauntries no Ionger accept povert~ as an hevitabIe fact d E ~ Q ,  
The contrast between their aspirations and their present; state of 
umeIieved poverty makes them msceptible to domestic ugm% and 
provides & f i e  g r 6 1 ~ ~ d  for the growth of ~ o m u ~ &  move~~~e]ntSS. 
Some of these countries, in addition, are geogfaphicslly clwe to 
&vie$-dominated wmtriea. 

The United States has 10% been wncem~d with the materid 
P of the pup1es of the underdeveloped mess, both as an end 
in itself and as & meam tQ the development of- stable, d m m t i c  
societies. In the present state of world tension, the urgency of o m  
interests in these areas has greatly increased. First9 we mnst help 
them strengthen their ability to maintain their independen=. Smndf 
we must seeurn the cooperation of their peoples and their g o v 6 m a b  
in an eEeetive system of m n t d  defense. Third, we rnnst help bring 
about in these areas kcf*e8skg production and mutually ben&eial 
exchmp of materials for civilian and defense rise. Finally, we must 
askt in brin,Oring tbem increasingly into a network of btmationsl 
tmde which wjlE promote a more effective uss of ths aonomic ze-suma 

world and will enable the hexmtntries comprising it to c~chieve 



is a pnqns i te  to the foll scannpliskf- 
among &her t h i n e  that the loyaft~ 

of thew &%P~ES t~ WT8Cy be TWXk OX' Ulade mom -m 

on the part of the more pmqerow members of the 

in ation with the ms$ ad thei fie woz11d~ 

the heavy eoneefztmtion of their populations in mlatiPe3y p ~ f i t i v e  
agrieu'EtmI activities. Most of this mlZtl popahtion is engagd in 
the production of foodstufIs for domestic eonswnption Crop yields 
per worker and per unit of land ares low, largely bee8use capital i s  
lacking ma Itivpn Levels of lit em^:^, 
&tcBx?liaf ski tation, and health la$* far bhhd thm pravaiking 

i& snd tax systems aggrav~lk the pv&y of the ~ e d t u r a l  
produrn At the sme time, they deprive him of a significant share 
in any in-w in output, and thereby of incentive for mising his 
pducti~tg. 

The pressing wed of most underde'~e10psd is for &m1- 
b.mH reforms which would combine measures to raise l ~ g r i c d k l  
productivity Kith to ameliorate the tenure, credit, and tax bur* 
dens thst bear most heavily upon the agricultural population. Such 
wfamsf sncoessfully carried forward? are needed to expand the re- 
m r c e  base, make possible a release of labor for additional Bsvdop- 
men4 ensole f w d  output to ouk&p.ip population p w k h 7  and reduce 
wme of the &id mdedyinp; causes for political instability- 

The conring period of intensive armament activity in the indus- 
trialized w~xntries is likely to bring shifts in export-import price 
relati013isKps favomble to primary productst whioh am the o h k f  
exports of the underdevelcrped countries. Already there are sig- 
n!ficant bdica;f;iions that United States and %ropean defensive 
pmp~mtiom will have this pesdt. The altered price ralstionship 
rriU mean tW some of the underdeveloped eountrie5 will have 
e a t e r  abili* to buy goods abroad as rt given qnantity of exports 
bmmes exchangeable for a larger qnantitg of impo&.s- If mann- 
f a d 4  continue to b made aoailablEe Prom the gfnibd 
States? Western Europe, and J a p q  the underdeveloped cuuntxies 
producing fur the world market will be in rr stronger position to pro- 
csed with devdopment prubmr]ns. But the new price s a h t i o d p  
between primar;f products and rnarruf~cfxred goo& wiU not de 
the wddeveloped countries amriling to a uniform ps&er~n. 



campfi~  only a small pm- 
major imp* rise 

Cbe be~efits of higher rt prices mag. be nomi- 
nsl EbF soma raw mate~g l  expo* m o m v ~ s ,  the upward prim 
movments msy be 
Ld% Am*a 

Daring World War IL, ma'dg as s t of sn export boom and the 
nonsvaihKf3tity of imp* the Latin coaantrierr accmdabd 
fsrge mrns of go In the immediate ~ C X +  

war years, mneh of 
comer g& invmhris and toward the satSac.tion of 
demmdt for h2x,ds, which was also stktj3abd by idation- At the 
-a time, gn expansion of physicsi plant, partiedarlg bdu~taial 
pisat, was financed in part out of exch'wqp smmpaiations and am- 
ingx in spite of generally favorable prices for export comoGtia 
during the poskwar years, tbe volume of Latin b e x i c a n  mpr& has 
not risen appmi~kbly above prewar levels. An actual decline has 
O G C ~  in ths export of sgridtuml conurrdti$s* Bg 1947, many 
eounldes were fur$@ ex&8qe disculties and in 1848 .nost of 
them applied more or less stringent -jcmpo~t an6 exchsnge coneroIs to 
protect their r ~ a ~ i p l t g  dollar and gold reserves. These oontm& 
along with tbe Kpaat.u11 = ~ - E A ~ O E ~  of Europe's to snpplg expod 
which the Latin b e r i m  countries had been obtaining from ths 
U;tea States, asd a sharp rise in ths price of coffee, fmgeZy b M  tbe 
drain on lath h c r i c m  gold and dollar resemes by the end of 1949. 

There is now a strong pmbgbilitg that, stmn,&hened demand for 
Latin h e r i a l a  exports will ;&zrtfme~ improve the ares's exchange Y 
ustion. 1s d1lfing"wor1d ~ a r  II, the zxmjor bn&ciariies in &t4rm 02 
absolute a.nornts are likely to be aha, B and Venemekr, but tha 
hpmvemmt probably be subhntia's. ab0171bIy ar in pewnhp 
tams for &udly all of the Latin herictfrl co~cjtgtries 

It is likely tbt  high nrioes and impenhg of saw m* 
ria& will stimhta a giCeateer volume of private united states 
m a t  in Latin h e r i a .  In e, world of heightened political sn 
tsrg tension, Latin beJrica mrty, in fad, be the one ~dcardeve1oped 
srea dcimt1y removed from the t h a t  of aggression to attract &m- 
able amounts of V'nited States privata cspitaL Bn easier Latin &ner- 
ican doUar pi t ion ,  which wodd permit the relaxation of 4131:asnge 



and them hers s ba1&y b d a q  to 
be need for bprovmesb in the agrienltursl field. A 

codd~mb1e =om% of h i e  work has been completed in e-don 
with spptiations for Zr: tio~sH Banlr m d  &pr%;-Hmp& Jhd~ 

er, &a% the ad&tio$~tal higher 
of E&g and promoh idationma 

the one hsnd alh~ng the distribution of real income to a degree that 
~a ~1~3l.te s~~k3.1 snd poEtied in%t;abi'&ty, and on the other 

ports of kxury Gc)mjmem goods. If the benefits of bigher 

and see to it &at a portion of inc 

ZIh Ems 
By masoxi d its g ~ e o ~ ~ p l x i ~  location, ux?rHations facilities, snd 

nrq, Egypt and the Sudan, t h ~  Arabim 

0x1 as a whole %?odd further menam QF- 
aad Turkey; it would threaten the whole of south Asia; and it wodd 

the s d t y  of the in%er:onehe~$aI cwmu~icatior~ which 
the ~ i d d i a  Bn$ #f% 2-  2~--12 

L r  art useir IS a ~~Ecienf; priZB f~ 
the Emxk& Union. m a  Mid&@ East Gelds contain ahout 50 prcmt of 
the worla'~ ltnom 03 reserve. Present prudu~tion is  adqdate to 

an q~rnmenh; I963 production is e+td to be 
meet totd fistem Hemisphere demands, To 

moms w~uld  pat1g weaken the security of the 



h.om the sale of oil providd mb-Earkb;isl income and for- 
prdwcing comfFriq which wdd be d t~ 
opmeat under proper local govamentd pol- 

Apart from oil, which i~ co3~cenLmbd in 
the Ambian peninsulg virtually the ody i 
of the Middls East is qgricfz1h~'aL land. 
except for %rsel, is largely dependat npan the output from s E1~5td 
amount of arable land. Most of the land am-T8 to 80 p m n h i s  
noncdtkvable ; mcwt of the culti~able hnd mqulim 
culture is typically sma~-sale and Lvhnologidy 
eml, it is mszkd by low fields and by tenure and 
onerous to the peasmt, eultieator and Wcsl to the intsoduc4;ion of 
more &cie~t a,grienltnmI te~h~kiqnes 
In these e ireuw~nm,  it is quite c h a ~  that the immediate economic 

problem of the Bfiddle East is in agricultare. If the rsgridtml base 
i5 60 yield any signScant mxrplus over minimum domestic rq&- 
ments and thns to provide a m a r e  for increased local saving, them 
must ba &ension and improvement of irrigation facilitirq m d m ~ +  
tion of potentially cultisable land, st least a beginning of modmimr- 
h r ~ .  of a g r i ~ ~ k ~ ~ 8 1  and nwmkgfd measures of ~ f 0 m 1  
of uneconomic tennre and credit systems. Given the ahini&rati~e 
weaknesses of many of the Middle Eastern govemerak, the psnciQ of 
local capital funds and the variety of intereats standing in oppusit3ton 
to chmjp, the area as a whole is nat rea mom than %Gtd steps 
in. these directions. E ~ e n  limited p hovever9 might re- 
their vuherabilitg to Soviet politid in5Itrstion and press~~%, 

With the probable exceptions of Egyptian cotton and ths pstro'iewm 
output of Iran, I-, and the states of the Arabian peninsula, the ex- 
port commodities of the Middle East area are not likely to find sub- 
stantialIy impwved mark& ab~oad. Current indieations are that 
Egypt will inerease its foreign exchange earnings appreciably during 
s, period of active rearmament in Western Enrope, ssd that revme 
fnun oil exports will rise. Syria, Lebanon, Jordan, snd Isme1 h v e  
onlp limited export cspabiBties, and those are mainly in camoditias 
that are not likely to find relatively stronger world markets. 

In this ares, the threat of Comuni& aggression is immediate and 
~nbstantial* Amed uprisings9 led by Communist parties, am cnr- 
rently in progress in Indochha, Burma, Malrryrg and the Philippin- 
In Indonesia, Pak'it%~n, and India, non-Commist govenunents are 
fad with deepseated diEcultim upon which C o m ~ s t  m~vme:nta 



minority is a potential 
t to intxxmz~l &bStr. Bmd prevailing L over the whole area is the 

-political k e m r i t g  arising from the exidnee of the new 

ts comprise the bulk of the am's popnl~~on. 
nces provZ.de the major mder1yhg snd 

for political unrest. In mceat decades s@cdtam1 pro- 
dut&ion has not kept paw ~ & h  p ~ p f 8 t i 0 ~  p~&, 6 t h  ths d t  
thst the food position of the area as a whole has w o m ~ e d  sib~nifimtlly. 
In B ma1 sensa, the n d y  established non-Commi& go'oem~nh 
of this region are on trial before their ~m people, with &heir &&t1;1s 
Itwgefy dependent upon their s u m  in finding ~ X a ~ ~ o n s  to their am 
no& probfems9 and in some areas to the aagmrS~ problem in 
padicdar (see appendix, table 11). 

age caused by World War IX, dificulties asm- 
nt tmmitioa from dependent to indlepndenf 

&-, wars and civil disturbanem, and the continuing menace of 
ion have been in some measure responsible for the alow 

ic recovery of the region. One of the most s s f i ~ ~  
of this has been for some corntries a persistant shortage of 
ffs and its adverse impact upon the terms of trade and baisnca 

of payments p ~ t i t m .  The food shortage has been traceable in paFt 
to the inrreaedt qnirements of expanding populations and to di3- 
ordam that have cut deeply into Tim exports fmm two of the riwc 
surplus countr;,r, Indochina a d  Burma. 

India hss the most ~WEcdt problem, both &OX%= and long3Zem. 
Drawings OE EWZE ig balances of 1.6 billion dolollam and a 100 miX1ion 
dollar loan from the International M o n ~ t ~ ~ y  Fund, supp1.mmM by 
$he first d r a h g  I r n  Internatonal Bank bans, C O V ~ ~  current ac- 
count deficits fiom 3 945 though 1949. This did not permit any aptppre 
ciable rise in consmption standards or net addition to exkkhg apdtd ; 
indeed, it is doubtful that capital has even been mhtai~d P m  
has also had sePj,ow &Ecdf;iq and has drsm sobsfm~allg on ste'~1b.g 
bdances. The trsde war with India, intem3ed by tbe decision not to 
de~alue the Pakistan rupee, has increased the difIicuIties f w d  by both 
India and Paman. 

The situation in the Philippines has been seriously deteriorating9 
despih United States postwar p a p e n s  totding 1.2 billion doUap 
though 1949, which h n c e d  a sizeable volume of bprts; whila they 
have made substantial progress in reco~stmction of wartime 
they h a ~ a  made ody limited progress toward economic dc?~0bpm8& 
and self-srxpp$ and &nost none toward greatly n d d  egridtuka3. 



hdoamis3s pro*&& Cispate with the Xetherlands br~aght 
rr v w  ooosidemble a m o ~ t  of d&m&ion of -physicsl plant and seri- 

rent prices for these two oomdties w o n  and Thailand can also 
to incream their abibility to buy abroad as a &t of high prioes 

for prEmq products such as rubber, tea, and, in the csse of ThiBantI, 
rioe The Philippines, too, mag have an opportunity to expnnd ex- + snd thus to limit the impact of schedu1G d d n m  in 

war damage and mhbi3ihtion pspenta. In Burmg 
dacbugh riee exports are e x p e d  to be only about one-third of pm- 
~ p s r  lev& in the current cmp year, gradual p r o m  is being made 
towad  tbs ~ ~ t i o r a  of internal order. This promises to restore rice 
produdion to mom normal levels and in the process to relieve part of 
&a regi;o~'s food &o*ge. In f ndwhina, ~ecc~ery and further d e d -  
opmat must await s. drastic improvement in the comtxy's poEtjicst9- 
mili$ary Sitxz&o= 

ha8 is the most ~PoXOE&BL amption to t;he improved genersi 
outhook for this area. Relative to neighboring i~ouzb.t&ies, prductioion 
for export makes only a small contribution to the Indian mnomy* 
M o m ~ e r ~  kndia9s textile industries are heavily dependent npon im- 
ports ofcottmn and juts; price increases in these como&ties will tand 
to can& oat g s h  h m  rising prices for s numb]: of India's expo* 
Bnd it is in India, sbve  d, that the need for net h p o r t ~  to supple- 
ment domesti0 production is most mute. The huge a d  PO* Ln- 
dkfk p0pd8&~ & d e ~ d a t  Upon an ag;r i~ukt~%i SJ?'ShEk 0f  OW 
e e e n c y  and an indwtrkd. sector still far too to make up for 
the qgri~d%m1 deficiency. Any anaIp-is of the Insan ecanodc 
seem must come to the co~c1usiun that if living -dasds are even 
to be maintain4 not to say improved, there must be s stsady rise in 

produeti~ty and an aeoomprtnying of j,dzrsthl 
plant E V ~  on an ~ p t i  1nitia9s c ~ p i t g  dome 



tic c&pitaf fomsion, the rspiramb for this End of' p m v  are, 
for the te futnre, 'beyond Endid's me- 
At&& 

~ 0 ~ 0 ~ 2 i . l  of the world 
Excluding the ea, and Egypt and the Bng10- 

here considered wider the British C o m ~ n w d t t h  
pectiveIy0 all of the mxnainiajg hrri$oq 

d Ethiopia L in one way or mother under 
the ~lilel~ol of the Enmpn e~loniai powem: The United -do% 
Fmnq &gum, Portugd, It.dp9 and Spa& The known rm- 
am onlg partbuy dereloped and much of its ares has not been iu- 

ivelp or sawakIy sumeyed. Ss in most of M a  and htin 
h@ri ,c&$ ppdzktion is go-wing so rapidly ss to make donbtfdf the 
8 d q w  of fitare food mppks in m& of the areaI In a d & ~ q  
them is a vast shortage of the basic utility and tms~ortation plant 
md ithe health md eduwtiond services needed for sound economid 
e 

ite the fsct that its b o r n  resourns am only partially de- 
dopead, Ahica is the source of s substantial and, for some commodities, 
r rokjor p&fi of o w  supp1ieg of certain strategic and critical materials; 
a. g., asbestos, cobst14 colmbitef graphite1 industrial dism~nds~ Be- 

it is now supplying, ibe immediate Afriarrp mntrib123 
nse of the frea world will vary with the amounts 
up the shortam in basic public .mviwf as well 

tbe direct exploit%t.f;ion of African remuxce;a 
longer-tenn rob in the European and world trading system 

s of the colonid areas toward a stable self-governing 
sbtw m e w b  depends largely upon bask economic igevelopm~nt, 
fn view of Afica's prdominantly colonial status, the direct role 

of the Umltd States in African development is l.&ely to be limited. 
The a b i E ~  of the. United Ggdom, Fmnw, and Belgium to carry 
forward the ext~nsiv8 development programs they have projected in 
tfLis area V d  depend EpCn the B X ~ D ~  which r e c t m a t  v i m -  
menb a b r b  E m p n  r ~ o u m s  and will thns be d u e n c d  By the 
exten% of UGhd S k b s  ~ S S ~ ~ C B .  

33. TO P ~ Q P ~ ~ T  
TV'hile the mutuslly beneficial and irmediatelg desirable coarse of 

economic development is reasanably evident, the development procass 
as s whole csn be neither simple nor rapid. In general, the underI 
developed areas do not have the economic resou- to produce goods 
in su@cient quantities to maintajo cons-runption and also to provide 
for rapid economic ex pa mi of^.^ The ~ ~ q u e s  ttnd equipmat needed 



for an impmvaene in agricultural methods are b o r n 9  bat their 
sppliati~n is expensive and time-consuming* Related sedces 

'n paver, tmp*t,ion, education, healfi-and these can- 
Ioped except over extended periods. Them must be in- 

dustrial and FBI.-indmt~d development, both to help supply goods 
and smiees to an expanding economy and to absorb the labor power 

by a more etliciezzt a.gricdt.ural s~&errs.~ A11 this m~ttires 
eapitsl. Povefiy iW makes capital scarce within thee countries 
md cult to o w n  from outside. In addition, ths institutions 
n d e d  to mainhin the prw-1Ei.nanciaI and czedit hstit~timq for 
example-must be developed md expanded as economic developmen& 
p-C3ls* 

ame'I.eratiom of devd~pment, even with outside 
a s s S ~ n t ~ ,  are su tisl. The ability to absorb capital effectively 
is SmiPRd. 1% is IimiM £kt by the inertia of custom and tradition 
in connection with habits o i  work and methods of pr0duction-a lack 
of enterprise and w23ingness to tsh r i s k s  Reai-nce to new methods 
of produotion is likely to be greatest among the mass of ~a,gricdrt.w]t 
produeemI where change is most urgently required. It is limited also 
by 1wk of sufficient experkneed khnical, administrative and mana- 
gerial personnel, and in many w e s  by lack of concrete and t;ec~aQy 
and ~conomically sound plans for the use of capitd. 

The poIit2caI and social problems inv01ved in promoting eoonomic 
development may be wen more difficult and complex than the e m o e  
problem. a r t a h  bs ic  attitudes or abilities are needed $01~ SUCCCBS. 
In some countries? more could be done even with currently avaikble 
reso-- Where dominant or governing goups within s country are 
indifferent or opposed to taking the steps newsmry to solve e~onomio 
prnb2en-s or to develop popular support and mode, the useMnm 
of f~mign assist~zce alone is dubious. If foreign aid is not effctivelg 
used, it mav .d actuall~ impair popular support and retard e c a n o ~ c  
improvement. 

It must be recognized that the governments of some of the mder- 
developed oomtries, especially in south and southeast M a ,  are new 
arnd inexperienced and face great difficdties, and $ha& in some M ~ W -  

developed countries govemmeents are u.mesp022sive to the needs of 
their people. En these cases them is danger that assistance will 
p ~ o d ~ c e  re~des unless there is 5 m  gaidanoe fram outside. At the 
same time, many of these governments, fearing thst may 
be amonapded by intervention in their affairs, are semitive to my- 
thing that may haT% even the appearance of i~bmentioxa. 



This fear is so~et5me.s acrtssataated br s misunde~tsnding of oar 
fomigt p E 9  obj&iveb These objjectirw in fact are the fo 
wd support of politiod democrac~; the d s b e ' i ~ t  of the coo 
of other connk3~i~ in defending a11 free nations s e n s t  a b d o n ,  
and &pmve:ment in the ~ e a - k i n g  of their peoples. R O W B ~ ~  our 
p u q w  hare sometimes +en thought to include a desire to impose 
u p  others psrticdar institutions ~hshirh are [or which are thought 
to be) charscteristic of the American economy or euittzre, and which 
thay do not wish to adopt. Thus? the ab-5.13,~ of this cot~ntry to in- 
fluence the pm&'i;s of eeonomie derdopment bg nd8temI ~ S ~ C B  

is limited by factors inherent in the pr'0b1e.m~ This is one i m p ~ ~ m t  
masun why increasing d a n c e  should be placed upon h t 8 n a ~ o d  
sgpncics* 

The underdeveloped cou~~tries almost all have high birth rsts  and, 
in the &5e~ce of famine, epidemic, and civil disrarbances, their ppu- 
lations grow rq~idly. This is unqoestionsbly one of the most basic 
problems involved in efforts of their pvwnments to raise living 
stand& There arn, neverthela, several resoas for antiow u p  
ii~5m. First, the major effects of an hpmmmmt in health are 
lWg to be a decline in mortality, with a. consequent inoxease in the 
pmprtion of the toIta.3 population in the labor force, and considRmb16 
increases in the efftfiency of indi35duoIf wurk8~.  fk~ond, them J con- 
siderable room fos incmaad pmdu&i~w iri food prducti~r~. ss a 
result of impmvement in teelmical method% Third, declining death 
rates may be fo3Uowed by decliping birth rates. Analysis of Western 
experience shows that the birth rate tends to decline with improved 
public healtlr, d u d o n ,  and Ste~ra~y~ even in tbe absence of indas- 
trialbation or urbanhtiomz. 

There is no mason to believe that the obstacles to develop- 
be p d ~ s l l y  overcome* The need for economic expansion 
rsification h mophed most of the underde~eH8pa mu-  

tries Naihough plans and programs for development hsve not 
always 
awamnm o problems involved, and an increasing fiing- 
ness to make the efforts nwessary to their solution. Kstiona- 
wfiich is a most powerfu! f m  throughout the underde~eIoped am% 
can itself be a collStm~tiVe factorf invoging as it does the enthusiasm 
of v i f i d g  all p u p s  in the popdatioa but espiaUy that of the 
y o q e r  generation. This enthusiasm, if chameled by a& Ieders, 
can be major stimulus to the development process. 

Axthough the a part of the effort and F ~ W U ~ C Q S  required far 
dereiopaent must t~ provided locally, the developed comt3rim esn 



neve&eIess suppfg technical skills and spcislizd equIpntexaL snd ~p 
plies which am of critiesl imporranee. They can dm supply apitd 
rrhicfq t h q h  marginltl in relation to the tot81 mjuhmzents in a 
countq, r n ~  be a suW&z~tial part of the f iat  ~~~~~~~ 
for inerrasin@: urpital equipment. The fact that grmh or can. 

down deeply rootad bsrriers to politi- 
cal and mnonic pr 
b chameled to t h m  aceas where efiectise use of this assishsila 
can b expected 

6 
C+ C ~ m h  OF D ~ m m  

T h e  ptentislities and problems of the undedeoelopd 
rind the natiw of our interest in their economic de~elopm. .t indicate 
!he character of det-elopment protgmms that we should snp-. In 
ddition to increasing ?duction directly for their o m  u s  under- 
d~~eioped countris ean dso improve their economic position by in- 
creasing production for export. t h e e  expanding their ability to 
obtain gods fmm abroad For countries with resaorces that can be 
dca-eloped to meet n profitsble world mmket, this mag be the most 
eficient way of obtaining additional gmds. 

l T e  c~nnot help them raise their living standsrds in s way that 
I 

has any permanent eS& by dirwt subsidy of mnmmptioa The 
I basic need is p t e r  productiw power. The main requ;limmexltG in 
1 most cases, is for de~dopment which will improve wicdtural pr* 
I 
t duction Development along these lines must be balanced with ax- 
I psnded faeditia for industrial pruduc~on, st ihe outs& 

light industries prodn6mg co11smers' goods. Fb~tl3y~ 
fecilities sueh as tmmpo&stion, c cations7 power, in5gatiun, 
education, and health need to be espanded* 

The Gfitd States will hare an increasing need for raw materia4 
arly minerals, as domestic resources rtre progressively ax- 
. TFe are net importeas of m;tny minerals and other primary 

r commdties which are ritaI to our national security and which are 
~roduced predo&antly in the mderde~eoped areas Sbc 
kder  the authority of the Strategic and Criticsl Xterials S 

) ing act of tbt ym79 Ke h ~ e  been bnik&g up a, nationd st 
of these materials for nse in time of national emergency, Since the 
heightened intemtional tension which arose with the invasion of 
the Republic of Korea, it has become necessary to step up the rate of 

urement for at least some items. The expanded stmk- 
calls for the purchase of materials vsIsted at aspproxi- 

mat* 1.1 billion dollars in fiscal 1951. T h i s  program will 8 



rate of p'ixm=b~= abont times bigbeer than the actual prm- 
mat; mte in the first half of f 950q 

I The &mQi1hg program Kill im @peat presnm W-QM =P- 
I plies of s n m h r  of strstegic materials. Same &ties wem net 

I %.tr&i?t~kbXe h cient quantities even before expansitaa in the mili- 

l 
tars prda&ion ppomm. en the materials requimmets of the 

I tlv expanded d-d 
[ of the mmnt m i l i k v  produeion p r o p  I;e On.itd ~~* 
i other North Atlantic  treat^ countries, and to tLke high nonmilitsry 
I 
I dernsndq it is apparent thsi supplies of some ~~xxtrnodities wiil be far 
1 shurk of the q~~antities rg to satisfy all demands. The quire-  

i ments of collecti~e security demand a more vig8rous effort than has 
been made to bring abbnt a rapid expansion in the output of these 

1 a h  This is a vital part of a promwm of gconomic development 
1 The ~31derde~eXoped countries can aLs piny tnacressed and profit- 
i 
1 able role as exporte~ of raw materials to Westtern Europe snd Jnpsn, 

~ K c h  in the low rim cannot count upon pnrchasir~ so large a pro- 

I 
portion of their import nee& frmn the United States as they were able . . 
to p n r c h  when they were aid. The earnings from sach 

1 
! 

! 
can be used by the n oped areas to purchase mana- 
products from the conntFies of Western Earope and from 

mataaUy satisfaetoq network of world trade is un1&%137 
I blishad until the underdeveloped areaq Westem Europe, 
t and Japan become, on a much larger scale than at present, maskre& 

snd WUFW of supply for each othw- 
Since the beginning of the yea, the foreign exchange @tion of 

prhary pmducars has been comidembIy bettered by the Pis% of their 
ation to the prices t h y  pay for impz-ts and, in some 

mion in the volume of exports As B result, many 
ries will be able to finance a larger part of their 

deveIopmmt mxp.ir~exllts out of their own earnings and will need to 
rely less upon foreign capital. jihis is probably the case moet ccw- 
spieaously for Indonesia, Xalaya, the coffee-producing mmtpies of 
Lath America, sad other mmtrics prodacing nunfe~ous meta,1.4* 
However3 scme of this gain w a  be offset as ri&g indlLstria1 g&w 
mire ths cost of imporb. B%[omo~er~ it would be wwalistic to suppose 
thab all of the net foreign exchange @gain could be & aside for invest- 
men% in derefopment. Finally, it c e assumed that the current 
fevd of r t  prices win continuo in My. 



Pd%&& h ~ e & h & &  
Traditionally, the imps&m-t; means of financing the net iaop* d 

underdeveloped countries has been foreign privste kv&m%nt Dur- 
ing the 3 1M749, the annual average of an net Onit& f3ta.h~ 
fornip prirate in~&ment~ excluding reinrest-ed emeat amin@ of 
fomm subsidiarieg ww. 800 million dollars of which 734 &ion, 
or 9-2 pemnt, corn&& of dimt in~estmce'tlth l?urch 

B foreign dollar securitiss, excluding 
ble, and on a net 

~esbnent, has 
&mentt 74 percent was in the ptmIeum industry, 

helading reKmg and distsbut-ion h i l i t i e s ,  and was &&ribut~d 
mainly among the fea countries p s ~ i n g  exploibbie petrolem re- 
sources. Much of this consisted of reino-d foreign branch am* 
in& rather than new cspitaI dsed  in the united ~ W S .  Aeipart from 
i n ~ e s m t  in the petroleum in dust^^ an snnual averags of only 1% 
million dollars went into the Latin iheri6;%n %publics, and only 

I 18 million into other undarderdoped a m  (see sppndix, h b k ~  
18 and 19). 

Priwte inremat a n  be expected to play a major role. in develop- 
\ ing mineral resources rrnd in developing certain arws, mainly in the 
I 

! 
W&em Hemisphere and possibly some parts of Africa Private in- 
restment is the most desirable method of development snd nonnallg 

I mm%es with it the khnologral and administmti~e &ills which are 
an essmtid ingredient for eEwtirenw- The scope for private invest- 
m e t  shoulrl be widened as far as possibIe, There sholufd Ibf4 a con- 
stant reersluation of the role which it can play, and the ned for public 
inresItmat compondingly adjusted 

It must be recognized that them are now substantial okt~tcIm to an 
t expansion of rmeh kv&ment. Besent international tensions are a 

contmhg deterrent in those areas where an actual military threat 
exists. In other areas the obstacles are largely due to sct ioq or 
=I? unfriendly attitudes of o h  goverments toward foreign P capital, political iesbility, fear of governeat; oontrol, or expropria- 
tion ; and maiorni~ dac'tzlti~, p&iculsrly those resulting exchange 

&ions There is also an m~ffinmes on the part of United 
es investors to engttge in foreign investment, owing to past un- 

fmrable experience in m e  eomtries, and the high rates of refurn 
avdable b at in this counfiy. Ilkbus United Lctstes f ~ ~ i m  in. 
v d e n t  hm almost alwther direct equity inveermt by 
United States eoqorations with direct marketing or wpplg inbrnb 
in fomign m~tf ies ,  and is likely to so far s o w  time t~ 



A la& of adequate basic serrice.port facilitigs, roads, po- facif- 
lities, imkation, ek.-3s also a bar to many t p s  of 
edopment. The need for improfing sneh faf:Z- 
elaped wantries is enormous and they are W S H ~  

isites ta other hsstment. But construction of  such fsci31iiks 
not sttm5:&ire to private enterprise because, even though &ey 

cl.e pmdncei~e, they ususlly do not field a direct hmcial return m 
yield one onfy orer 8 bng  period of t h e .  
me United States Gavemment can and should take action 4xb over- 

80me t h w  I s .  It shax~ld press the negotiation of investment 
treaties, which ean be important devices for formali~ng and 33?4@8~- 

i z i q  the status of the foreign investorI In addition, the pending pro- 
p o d  to aathorjze Government guarantees a.g3.% the ~ 5 s b  of ~ O Y J -  
wnve~t.eibilitg and expropriation is s worthwhile expehmt.  Fur- 
ther, the provision of technical ssistance, mpmially assistance of a 
survey character, may re~eal hitherto unborn m w c a  and oppor- 
tunities. The Government should treat foreign investments no less 
famrablg than domestic in%*estment* Further study should be givm 
to the dasirsyditp and possibility of promoting private inv&mnt 
through tax incenti~q in areas where economic development will pro- 
mote mutual intee- bnt whem political uncertainty now handiaps 
United States prl~ates inrestmeat. 
%%ere may be s field for private investment abroad in the foran of 

foreign dohr securities, since direct incestment is sometimes not ac- 
oephB1e to the widerdevdoped c~mtry becaua control resb with the 
investor, and bond financing is sometimes the only or the most appro- 
priate way of r w  private capital. Private p m h m s  of wch 
rities h e  been v e v  maH, not only because of unstable political and 
wnomic conditions abroad, but also because of the many defaults 
whish w x m d  on bonds issued in the '20's Of the bonds issued by 
countries in tpnderdevelopd  rea as fivm 1920 to 1931, it is estimated 
that 40 percent were issued by countries whch did not default snd 
45 percent were issued by countries which defaulted on most of their 
outstanding issues, but which adjusted their debts and are servicing 
the new bonds. Delay or MIure of dehnlting countries to ofler satis- 
fsctofy adjustments, however; cast a shadow over the whole field. It 
mag be possible to take measures to improve the American market for 
sound foreign dunar secn r ik  Tk possibilities of such a&ioa should 
be studied 

The effective action that the Government can take unilatepaXIy, how- 
e xr, is limited. The granting of blanket, tar premiums on investment 
abroad as compared with investment at home would be inq&ta]bfe and 
of uncertain eif~tive13.m~~ The && of treaties and of gusrantiw 



against p~anwn~ed~ibilitg and qrcsp~ation in & h d a t b g  a b--lge 
flow of new foreign i n ~ d m e n t  are also m c e r t s i n  

is that new petro1cm invmtment ova- the next few 
y7 and that some inemte in the rate of 

inv&mexs:t in foreign proprties a n  be anticipated. I t  mms pmb.- 
ble that total hmerican private d i w t  invement abrosd in tbe next 
few yew3 ail1 not exceed the 19-47-49 awrage d may ffsfI s b n -  
t i a B ~  SHED& of this. Fafthermorq only a f e q  hundred &Eon doll83 
st most, is iikelg to be  in^&& in anderdereloped comtrE.w vntside 
the Western Semisphere in properties ~ o t  dated to oil. Taking into 
acconnt the h o r n  obstm1- snd the uncertain effdreness of the lim- 
itad m w u w  that ean be taken to overcome them, it must be h a y  
recognized thst private in~&ment cannot be expect-ed to solve the 
problem of financing development alone. 
Pwb2i.c tjtztmtnze& 

If the external contribution to the financing of eaonomic dwefop 
ment is to meet the requirements of United States foreign policy, public 
h d s  will have to play a substantid role. The probable krtdqaaq 
of the total ~olume of private foreign investment available for most 
areas is not the only mason for this conclusion Economic develop- 
ment requires finds for the construction of facilities to provide bash 
semi- which llse ordinarily not attractive to private capital and 
therefore in mast cases mast be financed by publio funds. The provi- 
sions of! such faeilities where they are now absent or inadequate m y  
be expected to Increase opportunities for profitable investment abroad 
of private capital in other types of enterprises Public inv 
is also needed to assist in financing the expansion of strategic raw 
material produetio~lr, 
An eEwtive foreign p1icy mgst thus have st its eommand adequate 

funds srsilable for public capital assistance in the mBe~deveIoped 
areas. Since economic development, soundly p~anned, sho'1~1d in most 
cases increase Gorernment receipts as s result of its effects on real in- 
come orer a period of years, its financing can general$ take the form 
of loans rather than grants. Exceptions must be made whare pro- 
spedice impro~ements in productivity will still leave total produetion 
far short of basic needs. 

The annual dolla~ amount of needed foreign lending by the United 
Skates is not large in comparison with our grant progmm of meant 
rears, but it b of majar significance for the underdeveloped s- * 

It should be viewed as the principal Governmental instmimen$ for 
proriding capital assistance to the underde~~eIoped areas in tha future, 
and one which wilfill gkZd a direct fatwe return The sewieh of 



d~e~i0p~~l iz . t  fo9us win pztemay not esnsa f;z*oabIe h the h%um if We 
world economy3 anti the masun- 
expading economy requires 

T h e  two main public imit~tioas for proF"ihg do1 
ded6~8foped conntries are the Intemaionsl Bank fo 
and Development, sn international institution of w 
83% ~rt~mk3ps~ and Phe E h'l* Ballk, which.& 8l3 t%mq 0f the 
United States Government. Xn tihe f i d  Fear 1950, new o r i t s  of 
482 million dollars to cumtries in nzfdederelopad meas were author- 
ized by the two banks, 134 million dollars by bpe Internastion& Bank, 
and 35% m21ion d013ars by the Expo~-Inpor~; BsnBt A totsl of 184 
million dollars in lams was disbar& to 6~ countries and 40 malion 
dollars wm xveei~e-d from them in repaymen& so that &em ms 8 net 
capita1 outflow to thm countries of 144 milllion ddlara Of this net 
lending the Inhmatiaaaf Bank amounted for CiO anillion clollass, and 
the Ewfi-hw~ Bank for 74 million dollm. Inx addition, ECA 
Bras made lum~s frO Exmopan m u n t z i ~  many of which have benefited 
their dependent ovem8 ~ e ~ t u ~ ~  (see appendix, tables 20 and 21). 

This volume d opmtiuw has not been adequate to meet the hs io  
reqairements for development, both bmh recognize. Sound public 
in exit requires lmth mason~fsie pmspcts for the papment of in- 
t e e  out of the receiving oormtq's foturs foreign exchange eambgp 
an current accountf and w d y  pplamed purposes for spending the 
money. These fw~;tom, rather than limitations of the resoam avail- 
able t~ the lending agmcigs, hwe been the m6tig ) .%~ctisns on the 
scope of public investment activities so far in the p&war period 

technical and economic ju&ificatiom for loan quests 
pon, the resolta win usually be nnsatisfscto~. WH&- 

out careM economic analysis of a countryfs h d s  m y  be 
dissipated on projects which are desired for pn political prss- 
t ie ,  bnt which am not well snited for a comtry9s resonroes Ilnd needs. 
F ~ ~ ~ r e ~  the execution of projects may be nwtkP&q owing to 
i n d q a t e  &hpliicd ability. 

&onomic and technical asistance. 3s thus in most cases an essential 
element of a somd deveIopment pmgmm and themdore of s sourad 
fending program. T h i s  is true, not only in the deWI4 lorsa applica- 
tions for specific projects, but also in the execntion of these p 
and in the broader field of eaordinating the various elements in a. ns- 
tion3s develop~nent plaming. Xn the present world situstion, we 
shouM give positiv~ sssistanw in the forrrdatim of deveXopmeat 
p t w  Even such wistanca, implemented by lending aeti~tyY is likely 



to de mace ,  joint19 ~po.13, 
also set ap* The soundness of a loan program for a psrkicdar mun* 
e m  enmany no& be eshbIished except in the total context of thst 
co~xfxtq's economic m ~ o n .  
Xf basic d9ve"topmes1zt req&ements are to be met* it wilI be nee-ry 

for the deveXopmen% financing institutions to push muad development 
P s a g ~ ~ i v e 3 l y ,  coordinate their activities, and expand the 
volume of their lending operations. In the next few years, the two 
baxh should seek an annual net flow of hv&meht funds in the range 
of 800 to 800 million dollars a year. 

It has baen the stated policy of the United States Gov 
plsce main reliance for the provision of pnblie develcpm8nt loans upon 
tasa 1nf;Rmrttioml Bad,  which was c w b d  after the war for that pur- 
posa For reasom which are more 3521137 2xpjained in s later section 
of this XeprtT it is essential to the success of de~elopment assistmce 
thst it be provided mainly through international Wtutiiona This 
m a s  that we should continue to ~ g 8 r d  the Intematianal Bank as the 
primam public institation for extending deve_1opment loans 

The  ending operations of the Intematicnd Bank have been 'firnitad 
in the first few years of its operstions. This has resulted p&fy from 
the slowness of member countries to realize the need for preparing 
wonomiedlg sound development programs ~ n d  properly engineered 
spec%@ 7rojects. Also, poor prospects for their dollar b&nees of 
payments and, in some mes, the prevalence of udesirab1e fiscal and 
monetary pmctiw have cast do&t OD, t%8 credit worCfnEness of loosn 
spgEcants. The Bank authorized new credits of 134 million dolls= 
to countries in underdeveloped areas in the year ended June 30,1950. 
In order to expand the basis for sound operations, it has mr;ntIy 
undertaken to provide broad twhicd assistance and advice, which 
includes exambing the size, composition, and wn.omic implieations 
of a borrowing country% investment p r o p m  as s whole? as well as 
the details of selected projects. This is one of severs1 important steps 
in $he right direction. If these steps axe accompanied by reasonable 
prospects for the world Bow of dollars, the credit worthiness of poten- 
tial brmwelps would be increased and I t  would be reasonab1e ta a- 
ticipate an annual volume of dollar loan disbursemats bg the Ba& 
of ilOO million dollars L; perhaps mmewkat more, net of principal 
repayments. 

Even though the postwar rise of prices has eut down the purchasing 
power of  the Intt.mationai Bank's capital far below what was o-rjgi- 
naQy intended, for the present the International Bank's borrowing 
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= p i t y  is not a ting fac to~~  The markeubstg of ,fits b 
ed. With aa qans i cn  of iis operatiow the time 

maw ean lead to wriow wsste of ~ " f : w u m ~ ~  snd the relation bg 
twwn7a3 two b a a  i s  one bp-at of the problem1 Wiaoat 
coarhgGan9 the projmts they fin net 5t into CQ&@H~ 

e d  deveiopment pmmms. T?b.e mnditions on which they 
funds sv~ilable may aIw difIer and the prmsnce of a sewnd p h ~ l t ~ a l  
1ad6r may m& it a ~ d k  for the other to LgcuIe complisnce with 
the ooa&G~m and poEcies it layis do- to maks it8 - l o w  ef2sI;ive, 

Even if the Intem~tionaI Bank plays $ 1 ~  prima~y role in ~%B~IQP* 
thera ia ~ o p  for %anus1 net i w ~ g  by the E 

Impox% Bank in the range of bly 200 to 400 million dollars a 
yarr. &s of Ocbhr 31,1954 itkd lending au&horify was 
586 ~.&SOTP doH%a~ of which 3 M W  million dolfars H prope4-y 

s for e m e m q  loans. Economic d ~ -  
e sonnd1-y plaMed fmm year to year; develop 
be framed sn a Ioq term bwia ihlthoaergt fun& 

&odd not be placed at the I of borrowers long bfore they 
m u t r i e s  must have a masanable d e ~ e  of a 
pursue mmd policies additional csp~hE 

er progress of tbe p r o e m  will be auailable. Indead, the 
pxo~de hdher funds is one of the major in 

lwmeat lorn3 for at 1 five yeamahead. Litbe 
&-Imp& Bank, this means &at sppmvd of Con- 

1.5 8,aon doh* &om the prment 8.5 b 5 billion d~118m. 
ap3 $ech&aJ @&&me 

ts for the e~;tema%. hmcing d develop 
x]~mt 5% c basis shodd be pfi'~*;~,b and putilic investm&, 
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for tha n& few ere is also x n d  for public 
to the iarp-sc~xe pants 

in the m ~ e r y  an of Emom t.31.~ Bize o 
to sapport dereIogment is limited. In emeqpneg sitnations related 
ta mil ibq action, as in KO the United Ststes may haye to bear a 
major share of the United Nations' burden of providing fop minimum 
eonsumption and rehab'rEtation m d s .  As a general matter, however, 

ts to mdedeveloped should b confind to the m d e ~ a h  
ry ~crwses in productivj$' which 

the particular mdedeveloped country cannot h m c e  thmagh loans 
without danerously retahg its developmentq 

While s comkqy's ability to repay depends upon its foriqp e3i 
ehsnp position, this in turn depends upon the extent to which it makes 
maices available for export or for produein which it formerkg 
imported- Xesourw so used to repay loans course, not a v d -  
able for building up domestic capital eqnipment. In some CW, they 
may const;ltute a significant portion of its net capital inve&menL 
Thns, s basic qu&ion for the United Stabs in deciding whether to 
extend grants instead of loans is whether the need to mpsy external 
capital assistance would slow up a country's development blow a nrte 
which the common intense of the free nations quire.  In gene&, 
this decision must be made in the Xi cumpa:ehekzsive assesmmt 
of the eoantry's lesonrces and urgent Such an ass9;.ssnaemt, wkbs 

the bsis for deciding whether to provide loans or p n t s  in the case of 
aid to the Western Ewopem corntries ander the E W  ; the basic prhn- 
ciple is the same in the case of the nnderdevekom mmtriq though 
its ilppEmtion may be miide difE~ulf. 

m e  & e o n  of aid in tb fom of 
increase prodactivity in a recipient GOM wnsidembIg 
would mdt merely from the mount of capita4 irmvoI~~I in repayment. 
If active steps am to be taken to attack the basic problems of tha nnder- 
dere1opd mnntriq than limited grants, sxtede i i  on 60ndit.ion that 
they are effectively used, may be a spnr to the gverments and peoples 
roneernsd to take these steps* Grant aid of this c h m k  is an wm- 
msnt of great use$&= to our fomign eoonomic and poEtieaE policy 
toward underdeveloped areas, especially in c~nnwtion with basic sgri- 
cultural problems in southern an 

The whole field of g n m t s  for d 
mentation. Them may be 
contingent upon matching 
Pre60ars ECA exp~enea in China and now in park of 



fgr the deteminatihsnz of mitable proem pat- 
the aim must be twofold : to make the rnaximm 

for a long-term p ~ o ~ m  in the field of small-scale apicedttnra 
As ia&atted above, technical assistan@ is s necessary basis or sup- 

plement for effective publie capital assistanca it has a mley h o m v ~ ,  
which i s  broader than this. %'be t need is to enable under- 
developed areas to we their own large res~~prms mom effectively by 
the introduction of improved twhniques atnd know-how. 

Economic development in many countries must begin with ele- 
mentarg steps to improve primitive prodaction methods, health facili- 
ties education and ~ x T ~ ,  and similar activities. Such a p- 
of improvement regnires some investmentf frequently in items of a 
radknentary natura Yet teeEcal ad*-by itself will freque3fay 
not generate the nee-q step to make the advice &wtioe. h some 
casas, even the very limited amoants of capital required map not be 
internany mailable, and a combination d -pits1 and technical mist- 
%nee msg be needed to initiate the process of mi&g prodnctivitg and 
thereby to  1 % ~  tth basis for subsequent development through a. s o d  

The. range of technical assistsnce p 
States pa&cipates in some fashion is amordinarily wide. The In- 
hrntpeionacl Bank =a, to a lesser degreei, the ort-Import Bank 
prom30 economic-technical missi~ris which consult with and a d 6 e  
pmspwtive bo~rowns as to economic dev~fopment needs The ECA 
in its sunthead Asia. pmagmm perfoms khaical &SSi&~nm hnetions, 
ant3 the W i t u t e  of Hntes-$tme~eax]~ AEskm opemhw in La.& Amha. 
Eight United States agencies have been providing techid assistanee 
to the Philippins Republic alone under the Philippine Behabilitation 
Act* s the Govement's direct tmhTiica1 atssistancls to under- 
developd sreas is being eqmnded as part of the Point Four Progrsm, 
the United Nations and its specialized agencies also expect to expand 
their ixdm.i-1 assistance activities as a result of the impetns given 
by the Point Four Program. In t-he Near East, the United Nations 
Ralief and Work Agemy for Palestine Refngees is io part a bhnieal 
assis~nm andertaking. .Ad hoc missions from the UnM States and 
from international agencies like the International Monekary Fandl 
fall kt0 the technid assistance category* Outside the immediate 
padew of the Govement are a variety of privately h a d  tach- 
nied wsktanee activities* 

The divemikg of these activities raises doubts regarding their eo- 
 dinat at ion and &e&ivenass. Them are many cases where teehim1 



by csn be of peat imprts~lcs, In achieving the 
set for& in this Rep% howerer, technical assistance csn be 

most prodactive only wh --, used ss an adjunct to or implementd by 
ppiybg capital funds. This is partly because it is only 

that significant p r ~ ~ g e s  cxa be achieved without 
cspital of some sort*, even if ody simple items of equipment. M*lgT 
it srises horn the internal poIitical and pslg.cfitofo@cal cantext in which 
must cd assistance operations take place--the Eklelihd 
of an adequate foU10~-through nnlm the inincentive of at .teast msrb&al 
hanckg assistance is avaihble. Especially iin view of the she* 
of competent persome4 it i s  hprtant that the United States' efforts 
at technical assistance be largely inZebmtted into the s istrtttion of 

s for underdeveloped 8tm and that dizected to 
ng United Ststes interest. 

The Governmen& has adopted a policy of spproving and initiating 
only thaw twEm8, assistance projects which are requested 'by the 
foreign g o v m a t  and in eonmetion with which that g o v ~ m e n t  
will make appropriate contribu$ions and provide coopemti~e effort. 
All projects carried out in a given country are necessarily based upon 
agreements negotisted with its govenunent. In most cases, a. general 
agreement wiU be negotiated setting forth broad conditions govern- 
ing prop= relationships between the United States and the mipi- 
ant country in which projects may be undertaken. In addition, spmifio 
abgpements will be negotiated covering each project. These p c i k k  
are indispemable to secure eE&ive opeation and sZrou1.d be faa110wed 
eqnally in conneetion with other asp& d development assi&tancel 

The amounts of money that the United States ~houlld pmvida for 
arpitd assistance in the form of grants and for technical assistanm 
cannot be estimated with confidenca at Ws tb% mainly 'imause the 
extent and probable oost of needed, feasible, and efFective propms 
have nut yet been determined, and because the portion of the 
which the nnderdeve10ped countries themselves ean sho'p11der 
e& to e s t h ~ t e  in ~ i e w  of uncertainties regarding their f u h  foreign 
exchange positions Present indications, bowever, are thst the 
amount is limited-perhaps up to 500 miUion dollars s year fur several 
yeaas, apart from emergency requirements arising from military ac- 
tioma, sompaed wit& present funds of about 130 million dollars for 
~\cw g progress is made the need foF capita1 grsnts 
shoxlid taper ofla althugh the pro\-isicm of twbicd assistance in con- 
necticn with lending programs and on more general matters should 
be viewed as a continuing propm.  In present cireumstsnees, with- 



h some eases, United states h n s  
States exports; i. e., the bomwers hsve 

skative decision or by statate, to spend the 
So bsr  ss d~vefopment ~oans am con- 

now made muoh diflemnce whether they were 
the bta.1 volume Of development l o w  was 

use the goods which the borrowers wanted wre not 
readily sva2itbla outside the U&ed States, or were avsilable in for- 
eign comt~es udp- at Ggher pfim than in the United .!!dates b 
the agent need for public h w c i n g  of sound developmen* projects 
is k ~ ~ ~ g p i z e d ~  however, and the volume of loans increases, the question 
will e ine 

d loans without "yiXgTY 
dr ~ d ~ ~ d 8 ~ 8 l 0 p e d  c 0 ~ ~ X ' k  

to buy l o m h n c d  wherever they are cheapestC 
for w&8lX &*ope and 

Japan to expand expo& sales and dollar earnings if they are d- 
cimt1g competitive vith other SQUTCS of ~upp1y. In the period of 
intedf 8 mment, this may redace W&dm E m p f 8  d Jspm7s 
need for aid from us, ease the inflationary strain of exports on oar 
economy, and help integrate into the pattern of the h world wn-  
omg those kdwt15~1 comtzks thst can supply goods to the under- 
deveaoged cou11tri. 

Over the longer m, when dd to Europe hss ceased and the &mh 
of defense on economic resources is rdueed, 6a g~neralimd policy of 
untied 1can.s will not tend, as some suppose9 to reduce 'Oiitted State 

bslow wha% they would be under a tying @icy. Our tot81 
v01me of exports will be determined la,rpIg by the value of ear 
impoas pri~ate and publie investment abroad, and any other h a c k 1  
msktance we provide, subject to tbe &ccmdatio.n of reserves by 
some couzfsies. The eEect of '(untying?:': would be ta s ' f t  the 
d&hhi0nF and therefore the composition of some of onr oxprtsi 
If laus sre tied, the United States e~~ which they finance wilI 
be those ~~ by the unded~veloped comtries, which are largely 
cspitd gcmk 1f they are not tied, these corntries could and pmbablpg 
aroald use 8 part, of the dollars made. available in pwch&g goods 
irom the Western Europan countries and Japan. As a mdf of 
bving more dollan, Western E M F O ~  and Japan would fje able to buy 



more-from ns than they othemise codd. The m&.n e&eks   odd 
pmbahbIy be a p n  oar experts to them of mso&eg7 ootton, bhw9 

ss m n p d  to their composition if loans are 154 would be 
sinc.8 it w ~ d d  tend to snpporb d e m d  for United States p d u -  

most readily avrailsble here. 8% the same time some of 
ucts are likely to be in &OM sapply in the other indwted 

coaxrbies.. 
A genemEd policy of not tging lo is also req'QImd by OW 

for the pmhae  of goods where they are cheapest3 knsp&ive o 
SORZ'CX! of the f ~ ! l d s  US& b p~~'IntE43 them. The p3%&~8 af t* 
inobmhnt with the need to achieve optimum use of the reso- 
of the free world and with our objective of a mdtilabnd, no;a&s- 
eri&wbrgr international f;mding spbrn .  The eoun%q &at is in a 
pition to supply capital map not be the country that is in the best 
position to supply the desired cspital goods or to supply thean most 
cheaply. 

The oompelling masom for not tying loass sppb also in many case8 
to United States Government pn t s ,  Th@ Congress this 
principle in the I !&U~U~L~ Defense Asisksnce Act? that 
military assistance msy be furnished by ths prmrement and trader 
to eEgib1e nations of equipment3 materials, and services from any 
S8Um 

(a) Fimm*/ng of isma& e a p d ~ 2 ~ e s .  Most, if not a& developw 
men8 projects involve sub&n.tial expenahre inside the bmowhg 
coontrg as well as abroad. They mag, %herePore, divert labor and 
materids away from prodaction fof expo& snd aws~r from prduetion 
for domestic oonsmpt-ion, requiring bcmssed imparts if eonnumption 
levels are to be maintained. In both ways, these locd expenditures 
herease the n& for fowign exchange. These 
the balance of papenis may be accentuated by 
of sueh local expenditurn in k s h g  do lne t i~  inw~es. Thus9 the pro- 
portion of d :~& development expegr_Giium that is inoarred in foreign 
enrmneies does not b&mte what proparkion requires foreign fi- 
nancing. 

For thst reawn, new loam sh~uld not neoessady be 
direct foreign costs of new development projects. Such a limitation 
woufd be desirable ody if it caused the devefophg country to 6nd 
ways of increashg the ut2izati~n of its existing msou~ess or of in- 
cm&.g the ~~~t it saves out of r given ~ c o m e 3  but in mmr under* 



dweloped eonntrits the scope for such increases ic limited. The h h r -  
national Banfr, m ~ g n i z i n g  %his fs& is permittiw s selectioie finsn~ing 
of locsl enrrenep costs, and the E~dt-Import 6ank also pede the 
nse of its h d s  for such purpo~es in sppropriate cases The 
p&c:ipIe should be applied ta grants extended for development 
PU 
In comeetion with mw rnat;esa1 procurement in partidar, (L fdur8 

ta aUow for such may unduly d e l q  the aecompIishrs11t of 
Unjtal States objectires, owing to the inability of s m e  of the foreign 
~~ta'ktrtries wnwrned to finance the focal costs sr to bear umidd the 
indirect foreign exchange dmin which they cause* These indirect 
provide another illustration of the need to administer d e ~ e l o p m ~ t  
assistance in the light of the economk position of the foreign cou118;~ 
as s whole, mther than mm1y in that of t418 particular project being 
Enanad. 
Sprnanuny of p09ram dements 

The acceleration of the development process in anderdeveloped areas 
obviously is a more complieat& and long-range process than that in- 
vol\.ed in expediting reco~erg in well-dereloped countries. The wide 
mriation in focal mnomic, political, and social conditions requires B 
diversity in methods and approach, and ingenuity and BexibiEty 
of a&ni&mtion. Thus each type of stimulus--pt.ivate inuestment, 
international lending, United States Government bans, h E c d  as- 
sistan- md Eal-ants-hos a significane and necessary role to play, al- 
though ,h thisrole 1141 raw according to individual mmtq require- 
ments and capabilities. And to be efIective, all of these elemenis must 
be backed up by effective politics1 and info~m~tiom1. policies, and must 
be able to operate in an enFimnment secure against the& of ag- 
bgm!3ion. 
In krm of total funds aucdtble, the d~scassbn in this Report 

eontemplates that in the next few years perhaps 500 to 800 ~ W O Z P  
dollars of private capital 1viI.rill be a~ailable per year for foreign bves& 
meat, although this is lik@ to be largely limited to s few oomtriss 
and tppes of inrestment; that dollar loans will be fodhc~miaxg from 
the hbmational Bank and the Export-Impart Bank in the mnge of 
600 to 800 million dollars, of which half or more will be supplied by 
the International Bank from murw other than the Vnited Stat= 
Treasury; and that np to about 500 million dollars will be made avail- 
able by the United States Goremment for a combined program of 
p n t s  for development and technical assistance. In addition, other 
~ountries can be expected to eontribute through internstiorid agencim 



to de~s?Zopment activities, and a considerable ~ofume of invM3~ra-t 
will eonhue to be made bg Tffftern European euantries, Iaqdy in 
dependencies 
me provision of funds for 

not suffcient; the nwessary opitsl and tmhipal pernome1 mast 
aim be svailable. T%%iie o t k  eomtries a n  supply soma of the 
required d, in the case of mr7>Jaterst programs, some of the per- 
someIf it is clear that s su tial portion must be available from the 
United States. 
7%~ map= which this country can make available for develop 

merit are Limited by other pressing demands on its msonms Thus 
we must balance the priorities of need in this field aith priorities else- 
where, in the light of o m  tots1  resource^ and eomibents. In this 
balancing process, an und ding is essential of the hpo-ce, to 

sting P in the underdeveloped areas which wntsin s major 
part of the world's ppuhtion and natural ~ E S D J L T P ~ ~  The mnem]I 
m g e  of magnitudes indicated in this Report is suggested as nee 
to achieve auhhntia'I p r o m  and at the same time to be wighin s 
pmpr slocation of our own rexourc&s* 



erciai and Financial f oliq 

'I3143 ~dtacti01.n of c.rashrm hfiers  mc% the ing of ~~~~d 
from the &cHm of CI+UTSD~ snd q ~ a ~ t i h t i ~ ~  trade r&~&iions am 
imprtant objectives of United Ststes economic policg. T ~ w  ob- 
jeotives hare been dictated n d  only by our ovn eeonomio in 
b* also by the firm conviction that the c ion of healthy economic 
amditions and the development of &tong and self-supporting ~ n *  
mies in the nations of the free wold depend to sn I m p  
npon the existence of 
ma~m mdi the achiav t of an eftecti~ely functioning3 mdtiIat.emJ 
system of internations1 trade and payments Stated another wag, 
this is a system of intemtional trade wmpdtion in which trsde is 

of quotas, exchange controls and dise~mination, and in whkk 
tariffs have. been substantialiy reduced frotn present levels. 
Pb an all-suit, mobilization eEost were underbken, mmal ka&% 

amow the dmwm~ic cuursatriw aodd fyec~safiy have to give way 
to over-all system of export 8nd import controls and the joint d- 
location of seam commodities and shipping. Short of such m eft~~%, 
however, s subtantial volume of trade and pf:odltl&ion will. still be 
conducted in norms1 peaeefke channels. The development of an 
~aomica l  pattern of trade is mseatisl to the eE.cient uti1htion of 
the r m u m .  Such 8 pattern of trade cannot ex& where a sn-ial 

by means of &tory ~ n g e m e n t s  employed as a means of 
promoting M) dvaxrbge or neassiht& by the absence of an 
~ d q u h  sj&m of btemationsl payments. 

The reappearance of commodity and transportation sho&age~, re- 
sulting from the expwicn of defense production will inevitably 
in~olve the need for some additional import and export controls on 
scarce eommditig. A rapid bidding up of world prices with the bnlg 
of the seame supp3Liis going to the high& bidder is like1-y to prove 
harmful to the w m o n  defense eEort md to the economic welhm of 
large groups of peoples. On the other hha& there is s red danger 
thst the defense effort will lead many eomtfies to impose m ~ q ~  
barriers OB their tm4c Snch a del-efopment would bt3 hamful bi& 
to the immediate objective of mobilizing rwurces for common de- 



prsctim which sem8 only the namoa intern43 of spislized p u p s  
be ahandone&, ft is themfore necessary that the United Stst- con- 

for tmds liberalization and tariff redudon t b n &  the 
the A*-ement on Tariffs and Trade and, when 

the chaLrct.er has been ratifiedJ through the Internationsll Trade 
0 

hX 1i&ment and m&teni?n* of 8 s p t a  of 
mal~hkral trade and payments depend in suhhnrid m~wmure upon 
the. v01me of d0'12ars which bcomw available $0 the ;t.es&, 0% the world 

ugh Uaited States imports sad foreign investment. Beeawe of 
shtegie  position of the dollar as a medium of internationsl set& 

men& and inkmational currency re.tljerve3 a large and expanding ftow 
of dollars h an asential @hmexai% of an international en6r~nmIt; 
favombI~ to worldwide multilateral trade. The mod important 
souroe of doliars for the rest of the world i s  our imports of g v d s  lvnd 
services Unibd States domestic and commercial policies mnst be 
~gztrded themfore as among the most b p - n t  f achm in de lit 
the volume and character of paacetime world trade. 

We need a high level 02 imports, not ~ d y  fur the achievement of 
h e r i a %  foreign eoonomio objectives and the carrying out of our 
b m a ~ o n a l  respnsibili for our o m  economic welfare as 

f'esr and much to gsin from libm.2 
trsde import policies. While this is true under normal e k c m w e s ,  
it is wpialiy true at the present time, when we need to anpent oar 
already stmined s o u m  of supply by importing the gods and m ~ & a  
0% other ~ G O H L P ~ .  

The wed few ~p impomkt 
The fdm of Enited States imports of gods and services to keep 

in step with the growth of oar national output has se.rriousBy aggrs- 
vated many of the intesnationa1 economic diScdties that have b t  
the world in Although the physical volume of United 
S h m  opxtpue ine 69 percent from 1929 to 1949, the quantity 
of merchm&w imports incrwd only 4 perwrit* The qubntity of im- 
ports of finished mnufadured goods was actually less in 1949 than in 
rutv * of the years 1926 to 1930, and less than in the yean 1936 and 19R, 



despite the great e x p e o n  in Gnitd States outpnt. 4Uth& the 
ports by 60 pemnt from 1945 to iW9, 

of ~ P Q E S  expand mom 
6noe the war am f&i~["fy c14~1:~ m & h e  datmction and postwar 

nduced foreign supplies svsilable fcr rt to the United States. 
New substitnts pMucb such as nylon hare taken over markets 
me* sewed by imports. 
during the m r  tc produce 

, foreign b u s h m e n  

to obtain bigher prices with less selling effort in soft 
emxency amrkets or at ~Aome. 

Prior ta the K ~ m n  crisis and the dwision to m~1emte ream&- 
ment, it was apparent thst sound and l&ing soIutians of many of the 
eco~amic problems of the free world were wattainable without a sub- 
stantial increase of United Eates purchas~s from abroad. it now a p  
p s s  that rearmament in the United States will lead to sizeable in- 

imports, particularly of raw matarisls, and thus will in- 
dollar earnings of other eountria~ On the other hand, sl- 

porting countriq other countri.es, heavily dependent on hpor& from 

4xqmrtpri.m~. The value of current fomign gold output ma of 
gold and dollar reeemes Kill decline. Fnrthsrmore, resmmwt in 
Western Enrope will have the effect of increasing importi recpirmen& 
anit of diverting rew- away irom prodactb for q o d .  While 
it is virtmlly cprtain that the ag-h dollar earnings of the rest of 
the world wil l  rise, fornip dcilar mqUZ.rements wifl a . 1 ~  rise, and the 
3et ddcIlar positions of a number of countries may be ~&v~~ss~IxJ aE& 
by the new trend of developments 

Naough United States imports will increase mder the Impact of 
reammen& our need for imports will increase even more rapidly. 
The outlook for the h d e t e  years ahead is one of labor and mate- 
rials sho*gq eutrbmb in nuxfl~I.Iitxwy produdion, and a p a ~ ~ n ~  
upward pressure on prim* bred imports may alleviate some of 
these shortages and help to keep inflationary pressures in check. Nor 
is it necessary at this stage, when nearly all inda ies  find buyers 
oring for their products, to mabtab high import baniem in order to 
s a f w a d  the position of importcompeti~ industries. 



of appfg but, b~ 
Enropean countriw, to 

fmm the l k i t d  States i~ supp& 
X t  &odd be pf~f txd  a;h& 

te the only ~ ~ c I B  to 
cases3 our import 

restfictions may be less of sn &mcfion than the absence of an soo- 
z& en.Firo;&mnenL in other eountrie which will encogme 'their b d -  
n m m b  their energies to the ~qansioa of dollar saXa 

Under cireumknw in which the aggregate tecapscity of the free ns- 
&ions is inadequate to meet sll the demsnds placed upon it, s redaction 
in Udxd. States import barriers will fhcztrtte c~os8r economic in* 
gation betwee? the United States and its allies and enmumge the 
mast &ient use d the p d u c ~ v e  resources of the free wold. Pms- 
ent cirmmbnrn also offer the pusibilitg of moving towad mduc- 
tion of import barriers with minimum distnrbnm and distr8ss to 
h e x i a n  a@cdtu* business, and isb~r- In so doing, a cont~bu~on 
c9n be made b th  towsrd the solution of current diBicaIties and toward 
the eventual estsbbhent of an &cient international trading S;P- f 

Ta&f poI;CY 
The comerstone of United States tariff policy since 1934 hss been 

the reeiprb~~l t~~d l8  program, under which the united 
Stsm hss negoti procal basis? extensive redu~+ion in 
Uhibd States import duties. In addition, the pmtect;iv~ effect of 
some dp2ies has been dirnixpis'fnd by the increase in the United Skates 
prioe l e d  Despite these reductions, however, many lJnit;ed S h t e ~  
imports llre still mibjeet to rates of duty of W prwnt or more and, in 
some csses, to duties of c v e ~  100 percent (see appendix, table 23). 

Undar present le@slstion, which expires on June l2,lQ!& the P d -  
dent is given authority to lower duties on particdar prodacts by 50 
parcane from the rate existing on January 1,1945. In the a v e n a S -  
m h d  since 1945 but prior to the b e e q  negotiations+ the M 5 0  
percent duction was made on products accounting for 17 percen.t of 
oar 1947 imports, whils reductions of from one to 49 percent were made 
on 40 percent of oar imports and no reductions were made on 43 per- 
cent Further use of this authority was made st the Armmy Confer- 

snd sdditiond rednct&xis are expected to be negotiated st the 
oonderenm in %h'oquay9 England, which began in September 1950. 
The & d e  agreements p r o g g  has in pneral fieen a h i n i s t e d  

with pmdenca, good jndgment, and, at the same time, with s strong 
of pn The organizational smsngemmts are designid to 



that dl valid interests are given fuH mnsideration, and that the 
&Us and jadgmant available in the varioas ~ n c i s  of Government 
are bmqb% ta besr on the f o d a t i o n  of 
machinerg hss been refirred and improved eyer the 
of the p r o m a  It is i m p a n t  

mnmng eEu& be made to see that 

is whimbly designed to continue to %me as the ~ehic11e for the long- 
mn tariff policy of the United States. 

The multila$emI negotiations this year at Torgu~y oEer the first 
oppo&unity since the tmde a , g e n t s  pro-g~m was instituted to scsle 
dom United States tariffs on t h  chis= of goods of which &many 
i s  the principal supplier. IVh-I'de the decision to invite Germany to 
Torqnsy was s :?ise one, the unwillingpess of some participants to 
eomxat to the inclusion of Japan can only be mptted. If Western 
hmmay snd Japan am to be htegratd politicdky and mono~cak3lg 
with the frae worldb which mutual k r i t y  quiresf they ma& be given 
an opportunity to wpjport the-ves through trsde with free na- 
tions. The ~orqu8y negotiations will elso offer an opportunity forthe 
d q  down of Cuba's tariff prsfemnm in favor of the United Skhs ; 
the aab&atial duction of these preferences would greatly improve 
the ability of Europn countries to earn dojusps through sales to 
Cub. 

The expiration of the Trade Agreements Act on june l.Z9 H51, &odd 
b taken as the d o n  for a oonsiderable extension and strengthenkg 
of this k i c  legisfation. h the ~arious enactments since 19% the 
authority has been grant4 four times for 3 years, twice for 2 years, 
and once for 1 yea. In view of the fact that the platnning$ prepara- 
tion, and execution of mdtif atem1 tariff negotiations is c long p r w q  
and that the poficies and prooedi~m of the trade agreements p r o m  
are bg now firmly established and well unde&ood, an extension for 
4 years would great137 increase the efwtiveness and stability of oar 
fnndamenhl tariff policy while preserving the important safeguard 

onal review. A study s]b,ou'fd be made of the 
uction authority mmining under the existing 50- 

pemat limit. If edditional authority is needed to carry out an dc- 
tive p r o m  it shodd be granted at the time the is renewedC 

Proeedares under t5e hetrade agreements p m p m ,  how 
designed to cope with the ldnd of emergency situation 
the current mpid i~erease in militarg expendieurn, w i h  ib atwdmt 
idationsrg pressnms, mat&& shorhges, and need for expand4 



at is req~md is pomq map$ 
e quick snd d s t s r d  reductions in s p B c  

ties which 81x3 scarce and. when cunditiom of 

perid of tinoe to redam or 
duty on these grounds, provided that such action would not c a w  

iean b d m q  or ecox~amic poap. Albma- 
ritv for temporsry reduction might be made 
it6 the proviso that it could be wi&hm 
ion of the two hoases of 
that codd achie~cs, the 

should be questad to provide the 
neeesnrrg emergency suthority at the earfiest opportunity. 
Cvatanas and i,mpectim p o c e d u ~ a  

The view is widely held, both here and abmad, that tbe laws and 
administmtive pmedures eo~~nwted with the a ssion of bpo* 
ink ithe Xhiid States are mom onerous and restrictive than the CIB- 
m s  duties themsehw* While some of the instances cited to -01% 

this claim have praved on hvestiptionr to be either exaggeroehd or 
arroneous? there i s  little question &st these laws znd mgdstions da 
in fact constitate a major impediment to United States imports. 81- 
though some of these barriers have arisen inadve&ntXy as old laws 
hlcvs become obsolete in the Light of present eireumstances, others were 
consciously designed to obstruct imports by involving them in a maze 
of cumbemme bdmiealities. 

The importer who tries to bring foreign goods into the United 
Shi;es mnTsonts msny obstacIes, of which only a few are mentioned 
here. F+8& he msg bscome involved in chsification troubles. Them 
a m  severaX thousand heailhgos in the Axaeriean tariff legislation, mder 
some one of which each imported product must be classified in order 
to ascertain the applicable rate of duty. Sometimes the tariff c3asi- 
fieations are simply capricious or arbitr8.y. Thus hpox%ed cotton 
carpets of a certain type are liable to a 10-percent duty, d e 6 s  they 
am frkged at the ends, in which case they hcome liable to a 48-pmnt 
duty. Not only is the importer frequently uncertain as to how mneh 
duty he will have to pay on his goods until they are aetw1Iy entared 
at s United States port, but mmetimes the classification is changed 
and in addition d ~ t y  asses4 he has w1d the gads in the 
United States market. The same goods may receive one c1assiE~aeion 
st one port of entry and another classification at anather p r t  of entry. 

Second9 the impFter mnst endm the hazards of valuation ar sp 
p r s k m L  T o  tmses sn ad valorem duty, it is neeesaq to place 
a value on the goods. This vdue is not, 8s is mme%Tmee sssumeii9 &e 



a c h d  price which the i m p r h r  paid for 
under s oompEaM formula. V 

ma& impodd be 
dtcr h&ab f i e  E of origin, bat slso lags down a a - m b  

of partioularly onerow special marking requirements appIidIe to 
psrticnlar 32 they are not prop 
at the castomhouse, they may not be rmarkedB but ma& be d 
w? by exportation or destm&on. 

PmHh, the h p d r  must 

a& animal of impure fads, &wg~~ and e 
so labeled or p k e d  work s dw.a,pGon on b e ~ w n  eon- 

&ions are p ~ e ~ a U y  spplied to bQth 
hp& and domeiic produrnion on &he basis of the same rribrif%r 

mgti'diltions into devices for daI$be~&e import mttS&im. '&I mm 
-9 boweve~-umslly inad~.ertenLI-y but saetimes by desigp-fi- 
laws and regulations appgr to operate to restrict imports mare 

is necessaxy to ize the PmP8P pur of the& 

by COXIPW 09 R. 8- %Ma the 
on Act of 1950, would go a long 

v t f y  shg&fy vdaatiaa p 
varjiou~ special mb7 bat not the general corntry- 
O$-QG+ r e ~ p i ~ e t  cable to aS1. imported mti~IBs; anE in 
many other wsys it would reduce or ham6 badem to 
i m ~ ~  simplify d q d d e  cnstom prwednre, and rednee its cost. 
This bill shdd promptly b a o m ~  law. 

The major legislative problem left untou by the C~$;~OT]EPS Sirma- 
pI%wtion Biu is the problem of tarifl 6csW. $30  on@; ss 

outmoded and mpsieldly d tiotz syotem ins, 
o%r~:ers must continue arbitrarily to assign p~oducts to cate- 

gories which were defined before the products we& in~ented, thus 
~ f i n g  rise ta long and costly litiktion and amrrdant unm&3inty* 
2!3 



G ~ ~ w F ~  dxi le  the need fur a modern and simplid system is  obvious, 
am SO msny t3iBcdt tech&aS. prohl w m m d  with m& 

s prajwt t b t  rr detaied study shodd be made of these p d I a s  
befom 8 compmhemive m,Zwideativn is nnd . The  ax% 
G ~ m k i o n  shonld be directed to pmpam a study, in collaboration 
with the other agencies invofvd, of the feasibility and desirability 

hgenesl reclassifim~on, and if the project is found to be both 
ble end desirable, to make mommdaGons concerning the 

pmper legislrrtivf and ora&mtiona1 arrangements for such a m1.~s- 
&mtiCm 

of the ims in this area. allow a high degree of shinistmtive 
discretion. AcmrdkgI~~ there is a wide latitude for eliminsting 
m-ry barriers by improvement in administrative attitndes and 

ures. Some of the agencies involved have dennonsf:lp5ttd since 

to mmect unduly bodmwme pmdures and policies. %'A@ W- 
urg and the Cusbzns Bnresu parti~uIar1p h a ~ e  taken important and 
prodnctive step in this direction. 

Xuch, however9 mmakns to be done. Every ~eat50nablble step &odd 
be &ken to minimize Way in inspecting7 testing, and analyzing gpds. 
Technical &ndards should be con&ant1y reexamined to amre that 
they an, reslIy no more rigid and perfectionist than is required by 
fhe primary necessity of safeparding the domestic health and wel- 
fsre. P d u r a l  requirements should he studied to make certain 
that they have r\ot been drafted solely with the trade practices a d  
other eircm&ncers of domestic- prducem h mind, with the r e d  
t;hat foreign w U e ~  find it both ciiEi~ra2e and expensive to cumpI.y 
wi& them 

Every e@ort should be made to dis~naigzcte detailed infomation 
eonwrning p ~ d m  md bta~da.r& upan which for* eqmrtms 

; and, in so far as possible, to @ye 
these mfings promptly nce of hpdation.  Plans should 
be pushed for negotiation of intemaiEional agreements W E & -  

may be able to mly at least in pa& on t8e .find- 
m the country of or* Exporting countries &odd 

I ~ e s  of the opp3.eunities offered by P. L 402 
(Smith-Xtmat A&) and other technical assistance i~gidation ta ob- 
tain the ~ r r r i c e s  of technical experts in the field of food, drug, asd 
ssnitary regulst.iuns or to send their own oflcials to the United 
Stsm for train* in this field. An excellent precedent for a brm4 
p r o w  of oomecthg misconceptio~s in the minib of field a p t 8  



tors was the recent action of the Swmts-y of the ?mw3 
bled customs w1leetors and spprsisem in order to explsin 

tunitiw for foreign to 544311 i~ the Unitd 5ht-e~ mark@& 
D&mt+~@kn wdmf i~rnp~rta i ' ~  G w c m m n t  pumrewd 

The Federst statnte b& abound with Iegd rqu imenb  th~& 430% 
ementsl prmurement agencies give preference in their parchasing 
activitim to proiB.rabd in the G n h d  Statetip~ref~mnm over 
md above the automatic preference which is c m h &  by the u&kkbd 
States tariff laws. Thus the United States Govement is  put in the 
embamming and inconsistent position of disrriG&iq ibpig%%; fss- 
eign goods in its own pumbas* activities while at the PAQ tima 
urging an expansion and liberalization af int.ema~onal. trade on a 

The basis of this discrknhato~ policy is the "Buy h1eScm7' A& 
of M a d  q 1933, which pruvides thst ody materials produced or 
mined in the United States, and only manuf sdured goods made in tha 
Cnited States from United States maeerialq SU be wquired for p& 
lie use. This provision does not apply (1) if the g d s  sre acquired 
for use outside the Gnited States, ( 2 )  if the msbrizils am not available 
in the United States in sufficient commmcX qna~ti%is and of s satis- 
factory quality, ( 3 )  if ths cost is "utnr-~able,'~ and (4) if the head of 
the agency eonwrned dehr&d in a pa.x%culsr case thst the policy is 
L ' i g ~ ~ ~ i s t e n t  with the publie interpest." 

Tile "wasumble cast" has been i ~ t e q ~ e t e d  to mean that 
domestic goods mast be ppure unless the domestic price is mare 
than 25 p e r m  higher than the foreign prim9 after payment of i;.nrp~x% - 
duty. Genemlly, agency heads have. bean rslu&m~k to make s fhding 
that preference for domestic procurement is "inconsistent with the pnb- 
Ilic bte'~est.3' 

*The b'Bug ihericautR restrictions 8 ~ 7 : ~  generally to dl Federal 
Government pmc~rement., including pr~iumme,& of stmtegie mate- 
risk for & w Q ~ g 9  as =ell as to parchasing by noa-FderaH Govern- 
mental bodies, s ~ &  as hxa1 housing authoritiee and &ah highwag 
bodies, which reee St& fun&- Thay apply a b  to por- 
&a§es sf mw and s ished materials used by Government sup 
pliers in p d u c i n g  goods for G o ~ e m e n t  account h ' k  additi 
&Q tend to diseour%bp the parchase of imported goods by 
dalers and ~ i b u h p 5 ;  many such dealers prefer to handle p r d u h  
which they can deliver both to private and Goverment contmebq 
since it i s  ~ 0 3 u b ~ ~ o r n ~  and expensire to segregate imported g 



w&& be d e b  only- to the fo~mer. F Lsts&?s ktad 
go.cemea& have foLlowed ths lead of the Federal Qov f 

in giviig pmfe-68 to mppEem 
The & B U ~  Ameriesn" principls is not onIy in direct c o d ~ t  with the 

basic fomign econolnic poltiria of the United States, bat it DO= 

tens seGousip to in the cosb and hampeat our eSo&s in 
, snd slso to inbnsify 

ited States. By denying to military. 

Y 

prcdpm and inc 
sges and id&ionaq price p  re^ whieh ~ n e  s p p h g  in the United 

a n  Q* be 
etions on stockpile pmureiment. AAt s tima whsn the 

micmn pripkcip1e works in precisely ths 

tht, Congress should pro*& mpea]L the &Bay 
33 and sukqueae legisfatio~ which e&mb and 

tightens the UBny Bmericw9* principle. In tha mssntlme, adminis- 
trative action should be f;a.kn 85 permitted by legidstion to 
H d l &  effsh 
Ag&*cx2 poZ* 

A basic objeetiw of United States a@cuItnral policy $ ta impme 
the emnode position of the American fanner by i n e g  his red 
incoma Giwn this objectivt+ agricultural pa1icie tend odinmi1-y 
to he fomniatd p d o e a n d y  within the framework of domestic 
ew11~omic problems, cirammhaces, and eansidemtims. Despite its 
- Y- -&ent,Q domestie orientatiox~, however, our agr icd tud  paliey 
has bm8d muniscations which mske it in fact, if not by design, s 
fundsmental part of our foreign econodc policy. By and large, 
t h w  aspects of. onr peawkke Pam policy which bear rwet &mdy 
ca e,nr foreign relations were not formulated with particular foreign 
polioy objectives in mind, but have* in the main, deve10pd oat of the 
basic elements of our farm pros-. It should not be surprising, 
therefore, that there are importarit points of conflict beteen oar farm 
pgm snd oar doreign economic policies. 

The fornip poli~y impkmtions of our spricu1tural propms are of 
importas- becaw of  the central positim or" the United 



in our output of f a m  p d u c b 9  and in pro~sng 
suw3,fies of fiber w&ch s s d  many forsign coantries &am 
a m m a  hard&ipP 

At ttta other tirnm? howevml in the 

s volme of prdardion d many 
t d d f e  at tfre support prim* Unless os%rnit i s  

9u k p~&u@ed whkh emnot b sold. k &fie maark& 
at t h ~  mppa pfiw9 and which must neemadp be acqorind a ~ 4  bid 

p ~ o d ~ ~ t i ~ n  and me- 
the point at which, under 
fasibk3 to &How &mh 

to increase fnrther, controls become necessary. Thw controls take 
tLe form of s c ~ a p  slIotmonts, markettk quotag and marketing 

orde%s, restricting the amaunt which each pFOduee3: is , 
Ths purpose of these measures is to reduce the supply 

ty to Utle momt aGth can be sold in ths mad& at the 
sapport priceg so that Government holdiw need not inem- furthw. 



bQ 

en &em bit components of our long-range farm policy, eer- 
fdow,  ~ h i c h  have a direct bearing oa our foRign 

Fi~st, the in in prias of some impo-ok 
experts, which often results h i i o m  the prcp~ision of price 

;? x i i  the eost af ~ita.1 impurts to foreiga cowtries and thas 
eh&r resl inc15-m& This is oie factor which has - 

a h  162 ,'orei$n oaantriss in elf-defensa to expand their own fre- 
quenbl if LR&CI& prduction of ltwd products thus ledu~ing 
%heir r ~ g ~ ~ a  aa imports, and the we of sub&*ut* far 

as ~ f i e t t i c  fibers h a a d  of cottaa && of thsse 
ulGmslte'8.y to reduce the f ~ r e i ~  ntmkest for U ~ f d  ' 

ml and to involve a wa8hfwF trae of pradmiv~ 

when prioe supports rsise ahve she morkd 
pritxs9 impon$ of internaiona"Uty-tmdd would begin to 
flow into the UdM i3t=ate in sbx10mQy Iarge valuma nd- special 

were appE& to cnatml imports. In the sisena of meh 
m m r e s ,  the U ~ h d  Sbte Gave would be suppo&irag5 wt 
only the domestic priq but the ce as wellU Cbnsequent'4y3 

to the impsition of import quotas 
products. More- 

nitate the Iiqaiation of of same compgodi- 
ugh support ~peratior~~ absolute e m k g o -  hsve 

to tihe irnp-kio~ of these products. Soms, at least, 
of thee r-aow M a c e  imports twaoa the levels ~ K c h  would pre- 
v d  ia the %%sen- 02 prim supports and special import 

of foreiegn corntries or bmw fheir need f a  outsidle aid. 

world priesT United St@ exparts 
at the same time as govemmenta,X stwb 

vsri€?ty of p=PjlTw 

to gp-t rid of its su 
tlwopkgh spxiaX, payments to e;x- 

p w m q  are me&& which 

of csum be e ~ a h s h d  r e b  
as domigp wmiderations. fir the further A- 

w$ogmien% of these policies, ~ Q W ~ V Q P ~  doe weight sbuld be given ka 
ncs on our fwim ewaomic relations. We &odd a- 

le lines of chgngp which woald seem likely to impmvo the 



me of o u  f a m  p o h y  on the'basis of both fore i s  and 

and hmm43 pasition of onr farmers which csc reduce the necessitg and 
the p~ess~zz-e for import licensing, quotas, and embaqw, and for 
export subsidies and other fnreign disposal operations 33% should 
consider the possibility af adopting s q&em of accumulating news- 

e m m d t i e s  ss determined by donnaic snd 
not -033:iated with price supports We s h ~ d d  

not t h w  8 dispropfii~nate part of the twden of oar aede,xs1-i;~raE 
adjusmmt on t31e rest of tbe wo~ld. 
Eva in the noe of Rtndmenb1 changes in our famn policies, 

wmewht la38 mt~ct ive  Z~SDBQ 

g b ~  he caseof sugar, to safegua~d &ha p o s i ~ ~ ~  of domestic producers not 
only with impopt quotas and a hdg, but with s mbiidg ps 

well, the g ~ w d h  of the domestic i n d u & ~  shodd not be 9nmmg88, 
except in limited c where security rmmw msg be dea~ly bvoPveik 
Swp>q pdicy 
The United States dollar payments d receipts f o ~  bx iw~  shipping 

and related services constjtnte an iroportant el?-. .;$ k the United 
PItates bdmm of payments. In 1949, of the 16 : ':dm do&m which 
f o ~ i g n  countriw paid to the Enited States far 
mom than 1 bWon dollars were in paxmftnt $or 
s e r r i e  Ibgeffise, of the 9.7 b i l h  dollars which foreign count&eks 
earned by selling us goods and services, abut  600 million dollars were 
earned on shipping mount. Ttus, on balance, other oonntries paid 
ns about 500 million d~ lh rs  mom than they earned from ns on shipping 
soeount riltho~gh ths surplus declined substantially in the first 

1958, it contrasts with the t~a&tisrr~11 deficit which the United 
d on s$ipping and related services in the 1930's (see append& 

table 21), 
In the early p t s a r  years, the high earnings of United States ocem 

&ipphg tesulM not only &m our latrg~ mer~bndim eqw&s3 bot 



a b  from the fact that fcmign merehat fleets had -a? re- 
dnced ia sfa3 by wsftime demction and fnwl the enom- 
bcMcpg of cargo; d.t;hougb the Vdted State in 1939 had 

t ( p w  b m w  basis) of the world merehaat marinq it hsd 
60 p m n t  in 1946. But the tmcCtion of fomign fiwts siaee the 
war bas not r pa~icipat-ion of fornip v 
in UaiM S 
carrid ul prs:g:~t of this trade in the Erst n 

paFed with Qi preent il 1937. The p 
dmerican Bsg ships in our foreis  commerce is not ex$&& by a 

of fareign shipping, but by Tjnited States g o v e m - d  
srd a s  merchant marine. 

position and our wartime q~rements for merchant shipping, gosenr- 
mental poJiedes t o w d  o w  merchant marine mnst be fodlrted pri- 
marily in the li& d our nstiansl defense requirements Them is 
thus B p a ~ a l  incomptibilitp betwen the god of inexeasing competi- 
tion in the BaIe of shipping services a d  the god of insaxing the war- 

s~ailability of a large and e&ient IJnitd Statas me&& 
marine. rwer a clear hcampstibility arisesj &e eon&& most be 
msoIoed in favor of the valid security inter- of the United States. 

Gnited States pmtmtive policy in the shipping field takes the form 
mainly of opeding subsidig and cargo prefemm- Snkidg pay- 
ments are mde to ships on regdar foraign trade ro~tes and are not 
designed to marantee pmfits to ship operators, but are aJculated to 
make up the digem= between United States flag wag% subsistence, 

oe, and rn&kemmce mts? and those of foreign flag campti- 
tOEL cfiI'@ p l E d 6 ~ ~ ~  provided by ~ e ~ d  acts 0f C h ~ n g r e ~ ~  
wqdring that certain of Governmerrthnced esrgoes move 
wholly or partly in United States flag vase&. T h e  include sU Bhip 
men& for tbe use of the Army or Navy, and 50 percent of the mugoes 

by Govemmen% loans or by the msjor Govement p n t  

and aid p r o E 3 ~  of the d States Government since the war, these 
preferences e a major factor in enabling American 
ing to retain re of foraim 

Ths two barsic policy q n e s t i o ~  in the shipping area are, fist; the 
question of the minimum size of the United States merchant fleet 
which is n m i h a  by our national security interests, and second, 
the question of the most suitable means for asnring the rnainhnaffm 
of s flwt of that aiza Our opsrating k t  of over 14 
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~%igh% is soppJemaM by a resem~ fleet of more thsn 91 an 
desdaeigh~ tazq and by a considersbls number of ships under her- i 

I 
I flfing the @ags of fiendlg foreign n a t i o ~ ~  Fw- 
t davelopd, tbagb the Sorth AtIantSc 
1 
I @ ~ b l g  of the P ~ X X ~ ~ B  of p f f ~ b r  

n a ~ o m  in the event of aar. This pool, =hi& is part of a broader plan 
to m & h  &~i%ktCtIy the w$i&*e d o  and military ZWU- of 
the m m h r  count* would msk able to the U ~ i t d  States md 
its s&as an overwHe&~ pmpondewnce of the worlds tomap in 
being? and should obviousl~ be taken into aceaunt in computing o m  

nrces Bwrd and other Governant age~ckt. 
It should kame a basic principle of Gnited States shipping pol* 

that pvemental  p ve and subsidy ~ ~ ~ S U F E S  wiU not be used to 

0% the size 8 a ~ o ~ W i v d y  det Bd toba qaired fur the 
of mtional defeasa '$0 mai n o p e ~ a h  by g o v m  
tec&'t$e m w m  a fleet in fsxcxs~ sf this ske wadd be a n d I m  

8 at ~ 0 r k  in the Vn.itd States W O ~ Q ~ Y ,  an t z m m ~ ~ ~ ~ r g  ban&- 
csp to the efforts of foreign maritime nations to &eve a self-support- 
ing wnomic stat% and sn obstwlte to the most &cienk, use of the 
prduc&ive ramm.= of the free ~orjld. If the adoption of 
&o0dd at s q y  e q u i r e  s cwtaihat  of protective meas=% the 
U ~ W  States enti should, m4er mitable sa 
p-nt barrie except 
special National Defense ~essels) to foreign SY* 
No matter what the seen& size or tian 03 the United 

Stitetes fleet &auld be, howeuer, the ~ B T ~ C B  of cargo preferences is a 
h;shBr undesirable means d achieving it. Cargo pmfemnce is, &st 
of dl9 s o o n d d  subsidy, and thus not subject to the scrotiny and 
supmisiion which is w r d d  to open subsidies. By requiring k t  
loan and dd shipments move in United States v ~ ~ S  even though 
the recipient cowintry is aMe to transport the 
other nonddllm msseh, w had to lend or 
countxy additional dollars nt to mset the dollar freight ohargea 
Likewise, by dmybg to swls the right to wmpeh for h y  

q we have M d  down foreign d u b  e a d ~ t g s  and 
the need for fomign dollar sid. Thxs c a r p  prefer- 

e r n  hitw fact been indirect subsidies to Uoihd State4 sbippiw 



w h i h  are borne d~mauly by the Cnited States 
csrgct pmfemnw i a blunt and capricious hstm 

in operation thmugh cargo preference is wholly a fwtnction o f  
oxtent of Onitd State foreign erconomic operations and aid pro- 

and thns is complete1 to & h a t 4  securitg ~q* 
XJnder the ds of Buctuatitions in foreign 

ze as readily as they. could maintain it above that 

m on ship opemwm to comph in serviea and mtm, snd it 
tends to e m m e  the adoption of similar flag discrimination poficlie~ 
by other maritime nations3 thus impairing the effieiencg with WE& 
toid shipphg ~ u r ~  are utilized. 

The most course of action wonld be the complete and mri- 
labxa1 abolition of axgo pnfemnceq. 2t.ccompanied by the extedon 
of direet opeding subsid7 p a p a t s  to the degree necesav to main* 
tain r set:ux4tpize Beet in opsrstion. Eowe~er. this monld leave the 
iT3PJtxd Stakes merchme marine in 8 pition in which it might be 
unable to obts i~  a s6f:ient v o h  of 0s;pox-b cargo, b ~ u s  of the 
extensive appliation of similar direct and indirset flag preferences 
and ck~rninstions by ather gu~ermenbL For this mason9 it is 
m m m e n d d  instead thst United States move through the p m  
j e t d  Inb~~gavementtal Bfaritime Consultative Oranhation to ne- 
gotiate with other gorements reciprocal relaxatiortf~ of? &xxcb and 

&scriminations This will be expedited by embIing 
legislation by the Conpcss The Cnited States shonkl offer to abaa- 

~ZDpIe ld~  the ~ 5 9  of G8-0 pT%?f~l%l'M% kl mtlUT3 f03! ! 3bd&r  
and fully effective andertaEnp by other pveraaments. The SIX- 

of such agreements h urgently n a - ~  to correct 
which has been done to the 

rces by thee p1iies of fia 

g subsidy ~8~CZlb- 

The necessity of rnaintaiItnir1.g a Wed States sGpb~lding ind- 
capb2.e of being e x p ~ d e d  to meet wartime construction requireme& 
is s msttar which merits immediate attentioxr:. The pruvisions of the 
M d a a t  Marina Act are directed toward the rna;inkmnm of this 

tid by the eonstmetion of ships for snbidied operati- on 
essential mutes in fornip trada In other words, the shipysrb were 
made rr bypduct of the subs At pmnt5 howe~a, 



the a p b d d h  h d u ~ t n  faces s danpmus'fy lev k2~8f of a&*qa 
Maoreover, d&ough rely on the arailab3jty of foreis  v 
t h u g l h  the shippk in wartime3 we mast continae to expect 
the, lhited Sbta shipbdlding ind&q modd besr &e b m t  of 
Dew 
tentid and SIB the &f!~t3kbi@ am$. 
that we m h t a h  States s'hlpbmilding f 
with the allied fleet in being and in reservey are capable of being 

I d  I M X ~ S S ~ ~  t0 S U ~ P ~ ~  ~8dh8 ship- 

The danger that impending short3gee of @mafy comodities 
mi& lead to s s e n m l e  scramble for snpylilies for mi5Saq and non- 
military prodnction both here and abroad and for the stocQs* 
Kitb the inevitable effect of such a scm151e 03 the 1eveI. of ps.i= 
has a b d y  been recognized in part, and steps =ill be  take^ to e 

urgent nonmilitary demands in t j k 1  UiSIted States. Sidlnr 
xmmwes will be necessary in other ~6unt3Pie~. Thos far, howeverZ 
no machinery has been &a-bHbhed to assist ia obtaning an eq~~itabke 
and effcient in*mational division of supplies In the s h n c e  of 
su& machinerg, it is wry probable that supplies of SODM rital am- 
m d i t i ~  be distributed by eomp&itire bidding, with msdts thRt 
will br, neither q6tabZ~ nor consistent ~ 3 %  the needs of the: rnrxuxt~~~ 
defease of the free world. The prica effects of an undisciplined rush 
for rn8k~a1s2 m0mve~: would b p e  se~~ert? &rains on the balance 
of pa-jmerits positions of same cuuntdes. 

Consequently7 it is impwtant that methods of intematiund eol- 
laboration be rapidly developed for the purpose9 during the period 
of rearmment, of guiding supphs  of scares materials among the 
free nstkis, in the manner best calculated to contribute to the com- 
mon defense. Actual procurement for the stockpile should be sub 
'ect to the priorities so dehdnad-  In this comation the impor- 

of pmrmot;bg greater production of scarce makrhh &odd 
again be emphasized. 
The p m w  on the limited export supplies of industrial pmducts 

will sLso b~sease~ In the case of the United Statesy increased de- 
mands arising fmm the direct and indirect effects of the domestic re- 

men8 p will bs Feinformd by the expamion of Westem 
Europesn defense expnditnres and probably by increased demand 
from other oountries made posibZe&-y a r i ~  in their dolk e s ~ n g ~  
xda8fIy8 when demand increases dgtive to supply avaiIIaBiGbie, 



prim rise helps to bring about an io in prdzxo1 
fi in dmmd to t~xte c o m m d & i a  Such a4j* 

meat8 take h? how~ver~ and a eomptiti08 bidding up of world 
prices with the bdk af the mpplias going to the lxigPi& bidder may 
pmTe h8mm to the deIense egoz% snd to &he economic wdhrre 0f 

controls for the opmtion of marke5; forces oveo 

tion po~m will probably wed to be snpplemented by a broadad 
use of eqm& controls, which a ~ e  now used ehiefl~ to 'Mt s~pmmaS 
of e m i n  tppea of eommoditim in the interest of nagma1 secariQ- 
In the sdmLniati~n of such emtr09s as may be nec:=q5 steps 
shadd be kken to 8 5 ~ ~ 8  the delivery of  goods required by other 
m m t ~ a  for p that support broad United States inb-a. 
We &#aid atb pt to develop cooperative action of this astare 
with Western Eump. Obvj,ousfy the heuse of interferences with the 
nom8H ~ Q W  0% k@mation&l tmde &odd be hdd to tha 

I 

This policy applies nut only to goo& for the production 
of essential mw materials, but also to goods required to mppo& tba 
bmdor dements of an mnomie devgilopmeat pro-. h a a m  
these proC- am an essential elemen& of onr foreign plicy, their 

l requirements must be taken into acoount in the operation of 
any sEmtion and export eontrob that mag have to be imposed in the 
Xbimd St;a&s. 

Except for tb allocation of commodities in wox9d-wide short sup- 
ply, exchange and trade ccatroki on current transactions are, in gen- 
eral, employed for three types of p q - :  (e) to  b i t  or direct 
the total demand for foreign exchange in relation to the available 
snpply, (5) to protect s particular domestic industry or farm corn- 
m d t y  or to fa-T indW~iaka~ion, and (o) to direct trade into pcu- 
ti& cal charnels, either for the pxqmse of mhieving 

pmdy commerciaI sdvmtage or as a means of avoiding pay- 
mats in gold or h a d  cumnciea The first two 
nated in a large mea.sure by the strudnre and con 
tic ecommy of tb corntry emph 
tion is increasing a comtqy's imports and duebg its exparts or if 
it hm d&dd to f8skr an e x p s n k  of dometic production by kwp- 
ing out imports, it may apply trsde and exchange controls. The 



tionsl pap=@ many na 

and trade controk to Ernie the tot443 dm-d 

b 

tbs other bad7 the supply of foreign exchange in thge comtris was 
insdegaate k a u s  of the Iow level of exports It would, of conrsa, 
have been pwible to equste demand and supply for fornip excbinge 
by permi- exch rstes to fall to very low levelsI or through 
severe d d 8 ~ m q  
In *he cin?-m existing immedi.ably after the war, howeehq 

rstioning the limited foreign, eixcbafige tbmugh kreremimg the prim 
of foreign currencies3 i. s, by devslnation? would have brought abut 
il sharp rise in the pries of essentials, thereby threatening intmU 
inflation md kbbilityt while those having high incomes could b s ~  
continued to i m p d  luxury gdsr The sttempt to reduce tha demand 
for foreign exchsnge bg means of defgaajon wodd on ths other barad 
ham &mdd to interim with the mavery of pduction and na&- 
~ i x d  a cuztaihent of investment for rgcoas$m&ion. Bu* wit& the 
expsnsion of production and expo& and the imp~ovd dohr positron 
of most countries af the world, rapid progress &ward the eSmination 

and trade controls is possib'Iet, if countrim rue wiUing to 
adopt apprupfiate domestic economic policies 

The question of import mtrictions on the part of the mderd8vdo- 
ing rapid economic development presents s 

are unable to raise enough capital out of local 
B saving and, in many cases, lack modern &cal machinery for s b ~ h n g  

pmhsing power. Frequently forsign excZra,nge reoeipts W B ~ B  in 
the Enads of s few expo&e~~ aha use them for luxury imports or far 

snt abroad as thy  e h m .  Xureover, large deve1opment pro- 

d the w a g s  paid to them emate new demands for goods avsil- 
able ody fmm abroad 4s a result, msny underdeveloped comtrie~ 
feel s need to employ exchange controls and multiple exehang~ rate 



ordar to cham&] their svd8bIe exo>%mggp resouNS hh3 
snd to hold down the cost of essential imp&. 
de imd exchange eontmk for the pr&.ecGon of the 

b g l ~  of payments snd for enconrWmezpt of ~ o ~ o m i e  developmeat 
rrmy invchw a &om bsrrier to the development of commemi8B kxde 
and may hhrfere with the best nse of reso- in connection with - 

the wmmoa defema eEox%. r e c o w n g  ths in- 
vaIvd in achieving bslaneeof-pspe~b q'2;aSbG~l~f in a world char- - 
sde&d by rapid political and economic change 2nd eEoorts to &eve 
rapid j311d~shiaEzation, corntries s h d  be mmumpd to adopt th@ 
necessary monetary and 1 I X W A S ~ P ~  which can & S S W ~ ~  S O U X X ~  c3=- 

controts ineluding multiple exehsnge mttes. 
Progress in this direation can best ba achieved through the Inter- 

, 

national Monetary Fund, the &neraX t on TslsSEs and Tade 
rrnd the proposed International Trad 
rules are quite liberal in their t~atment of controls employed both 
for overPdl bdanoe-of-papents reasons and for fosbr.kg industfidli- 
?;ation in underde~eloped arear, th6 charter of the IT0 rightly rejects 
the use of exel~ange and quantitative trade coatsols fur purely prb- 
teetire purposes. The United States should w d  fur the el 
of d i s e ~ a t o r y  trade and exchmge p~gctices thmgb the 
GATT, arid shouId beeome s member of We ITO. 

Trsde and exchange contr01s discriminating bekween sources of 
supplg have in general arkn from either (a) the need foF utilizing 
incunve&:Wa currencies whi~h hcve been sccepted for exports that 
could not be sold for convertibIe currencies, or 5 )  the desire of s ii 

I 
country to make purchsses with its wia currency in a manner which 
will not give rise to a gold or doUatr drain, or (c )  the desire of corn- 
tries to achieve s purely comercial aa-vantage or closer political ties. 
In the case of most romtries whose currencies are not employed in the 
financing of in~m8f:tiod trade, the need for discrimination a r k s  *r 
from the 6wt condition, nme19, their inability to sell their ggpm 
for dollars or convea%ibj:e ourrencies, or their desire to u t i b  c m e p q  
bs1anc.m which haye been built up in the past as s d l t  of sncb sds* a B 1 ~ t  wuntries outside of the dollar area will not bs able. to mwvg, 
their discri-ninatory controls until sterling and perhaps a few o&w 
currencies employed in international trade, i a, the key cumrreis, 
haw become convertible. On the otbp hand, key cnmncy coat pie^ 
will nut be ab1e to mizke &heir currencies cmrverkibIe mtfi &Gr @a- 
petitive psition 
hold their tmde 

in third markets is strong enough to permit them to 
without discrimin@ion. Furthemore, certain man- 



tris notably the U&&! E g g b ,  hava large demand &Emtiow 
in the form of bizS,new of their o m  ntrreneies held by f0~4-w. 
They must repay oblipti0;~1.~ la-19 6th 
],&itire pit ion or svdability of their exports 
i o ~ U O W  their editors a f'nll choice as ta =her"$ they may spend 
bdanoes. THns Bfihin, in pafiag off her sterfiag indebtehess, has 
had to insist that most of the bxlartc~s rd~ased be used for ppurchsses 

other @suntrim outside the doE8r 
area 8 

Another imp eonation for the est&fihmt of conver&ibi&y 

exchange rw64mm1 Total gold and dollar holdings of foreign ooun- 
tries in Ju ere 16.4 bi.Eon. dollars as compared with 14 K i m  
dollam hi 1938. HQWB~T~T~ &63 p~rchs~hg POWW of 
gold and dollar holdings hss been cut approximately in half so tbat 
in terms of 1938 price p m e ~ t  forsign gold and d o k  %ofdings 
amount to only about 8 billion dollars M~rwver~  many of &he corn- 
tries whose need for reserves is greatest hsve sufler& t h ~  largest 
mhtive decline in ms&ve I h o k i i ~ ~ .  For exnmple, a63 remma of' 
ma& Western European countries are bwer  than befare the wsr wWe 
those of many Latin b e r i a a z  countries and Shimandt have in- 
r~eased substantislllp. 

While  it is desirable as sn ultimate gosl to promote the zemovsI of 
all cmncy  and trade restrictions, the removal of discrimhatmry 
~esh-ictions is  most. important. The inabilitg to &ane~ impart sar- 
pluses from certain e n m c y  amas with proceeds of expo& sarpltrses 
to others inmitably leads to forced bi1afeml bsianeing of t d e -  The 
rmdting bade i s  likely to be both low and unwaomid:aX. For ax- 
ample, a European wuni,q may not be able to u3e a ste~Eng snrplus 
to purchase o comOCaity eBeient:y produ& in Savth ikrne&a bat 
mav w be forced to bny the sam2 commodity produced less &cienkIy ia 
some &,rlhg ares. oountry. Mmy corntries whose norms1 export 
markets are largely in nondollar countries will be unable to remove 
their own trade and exchange conh.oIs until a system of world-wide 
multirsteral sett1.ement-s is reestablished. It is themdore highly im- 
portant that there bs developed a system of intemationd p a p a ~ t s  

Because of unsettled political and economic conditions and of the 
tendency for couhtfies to employ economio controls for a vaaieky of 
purposes, general conve&ik,ility of currencies aa it existed before t&e 
war is likely to be delayed for some tima XevertheIess, in the 



t h e  it s h d d  bs r&h $3, of mn1til&rsji mM8- 
men& '~FEGP avoi n-ity of trade and ca;rmney &isc~imin~%km 
eFen ~ o u g h  the ins~dnal residents of many wunt&.rs sre not j4re% 
to exchanp their cmn mmncCiw with cat? ~noaer  in hee e~cfamge 

odd permi% the 
mult:JseraI trade among 
supprIus with any other oonntrg for 
eoma;nry. A-s a minimum, it woafd 
+*ncits are widely empl 
p m d  sterling, would% 

s~qaii :-5 by the midents or the central basks of other w m , ~ a  
to bs ased fe-- set,c]thg de&b *%h any mmmq ares Wad ing  the 

idsa mmn thot wantrim musk mfmh 3mffx 
enbring into bib s m ~ e m P 3 t s  which involve limitations on the 

of r~ne another's cumncies in m~8Eng papents to third countriesI 
or which provide for &=rimhatien in favor of one ~notbsr's e x p o d  

The derd-opme~t of a pqmeents which will persit w~~3n3a.at 
mnltiIat& settlements is likely to a 4.step-by-step pmcess- Tba 
Enmpe;t,c Papm'cs Union repreents an imprtant advance in this 
direction; another essential @tep is the restomtion of sterling 20x1- 
vertibilitp: bsth were discw~ed in chapter ILT. 11t is quits 
that other countries as weil as the 'united Kingdom m(aq. 
p o s i k h  to resume currency conve to join a payments system 
i11~0'5ving Tian gold settlem~~~ts, bat I v may lack ~u%cient gold 
and d d a r  reserves to mainkin confidence in 'heir currencies a,-n.d to 
si?cst li~nf~~estxabb -md temporary &%ins. Mthongh t h ~  &I&- 
national Nonetay Elmil is the estab2ishd imtemlltirrnal ag~rnq for 
proeding &ox%-term funds for currency abilhtiion, them msy be 
eases in which s diEemnt type of &ta&Iization credit is needed 9r for 
w5icb *he h1tz.d'~ resource are not adequate. 2n sach c i m m b n ~ 6 5 ~  
c~rsideration might be aren to other soarces of stahiBization crt~E&~ 
inc3ading the United Sates Excbsnge Stabilization Fund and the 
F3deral Ptrve Spjkm. 

Currency &5iliesltion CT&~.S should not be extended by the Unit& 
States until aB of the basic condi&ions for convedibility have bexm 
&3,Z,Md9 except for the provision of &c3mt reserves* Fun& ~~ to be used for meeting continning de6its s h ~ d d  not be 
pmided in com&ion with a pr-am of mnvertibillty. FimnchI 
~ ~ ~ n m  in connection with oonvertibility shod6 not be exteA~d& 
unless c~nvertI5~IIity is accompanied by progrm in the dimination of 
trade dislcsTfina~on. 



VI. The Addnistration of Foreign 
anceP 

i The arurf~sis a d  s~~ggesti'oxs sei forth in this &port. are ddgmed 
to Indic~.t~, general outlines for our future foreign monomic policies 

P in the height of premat circmstsnees scd prmp~cts. A wrxthning 
: apgraial is nec=q7 howeyer, md detailed studies should be made 

of the financia1 and other pmpams required to achie~e om foreign 
policy objecii~es in speciiic icconntge~ and areas 

It is sIm necessary continuous7.y to relate the use of ~ U T C ~ S  in 
foreign wonodc prc7tgra.m~ tc other needs, and to the capacity of 
our economy. Apart fmm direct military msi&m.cg the financial 
burden of the foreign economic p outlined in this Report 
shodd be su.'bst~~ki~,lIy iles than been spending for t3.1- 

. X  dudq the past year. The mcrificas involved for this 
n nndertaking such programs would b far ontrweigbed by 

the enamow gains to be d i e d  in terms of the sermrity and wen- 
being of uur own countq, both in the &ox% and long nm. 

The complexity and urgency of current. foreign monomic problems 
esll for s high d~gree of e o ~ s I & ~ f ~  and continuity in oar foreign 
mnomic p m a m .  The pressing problem cannot be dmft with on 
s &art-- or periodic basis. It is important that legislative action 
be designed to permit ad~ancs p w ~ n g  by the Executive Branch, thst 
p m h  or camitments b nlsde ox11-y with s reamwb1e asswap1Ce 
ef adequste follow-throngh on our part, and that both Iegislative and 
SL rative a r t i t  permit advmce p l d n g  by ths other countries 
a 
if.W~stmtiun of ~ d .  
On the other hand, it is hprpaat that rxmitments or promises 

p the part of oWBr ccnn&es* This is a of great d3Ecnfty and 
&&e%cy. yet aid camat be B ~ ! ~ ~ V B ,  either economicsw or in gener- 
atizg papular ~npport ior the rld9 unless it is bP1emen@by 

inhmf policies ountries concerned, and these 
fresue~tly ~ B V @  to relate to broad bbaa m a w .  

Thus hitiat-ias and cooperation is involved on the part of mipien$ 
axxatriq and aswnmee of snch coopemtion qzsim thqt grants and 

(971 
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be rnade conditions1 npon prior ;igreement regadi~g reasonable 
of pedorn8nm3 snd that they be used to help a&ie~e  fie^^ 

&rt;nd%ds, 
1% is impo&an% from this standpoint as well as fmm othe- to 

on eooperstioa with other countries in carrying 
Thus the sppx~priate intematioxlal or ~&QSSJ 

be stws@he~d and both the p;eomphjcal Pnd 
the fmctiaanal seope of their activities incmzwd. Such an appmach 
ean frenuatly ba more efiwiw thsn bilateral action in specific sit- 
uations, and s~muInte pat- c ~ n t n b ~ t i o n ~  and incentives on the 
psrt of &her" inte-ed ~vemn3ents Until international oqgganies- 
clions are &mn@hend, United States instruments fur orpmtion in the 
foreign field must be maintsined and &sn@l~ened. 
fn the case of development programs padidarly, operation 

sl orgoktians may be es,~ntisl to acwmp1ishiig 
of Jd It is frequently not possible for any one 

17 to give efleetice p i d a ~ c e  on internal oprzctions 
~ & Q u &  cmGx1g fears or suspicions of interrentionist motives, whkh 

~ U Q Q W  of the program. Such p r o p m q  there- 
ently be most eflecti-ee if operated throwgb kt%-- 
i o q  staffed in part by nationals of countries in which 

the particular underdeveloped count rg has confidence. Some adst- 
an= will, of course, ham to be prorided birster~lIy, but international 
orp&tiuns, snd e s p i a l $  the United Xations and its afSliated 
orb4mions, shonld be used vhere-9;er pmcticale, 
To implement foreign economic programs and to make sure that 

within the United States Governen& tb requisite prioritties of om 
inkrests as among areas and purposes are observed, tr better orgadza- 
%ion is qxxired %o carry on o~emas economic sct.ivitim United 
States s&shnce to W ' m  Eurape is likely to be r ze~ssary  for a 
f % ~  pt%US Silpp~rt of a b%8t19 wqxmded p~~~~ of ? d ~ ~  pZ+ 
duction. The provision of t e e h i d  assistance snd loans for develop 
merit, axid c ~ e r  a shorter period a moderate amount of p a t  aid, will 

to sem Cai?ited States interests in other park of the 

~ v i U  make necessar;c an expanded program to procure those mate- 
abroad snd to develop additionsl sources of supply. These 
mu& ~ 3 t .  only be mrdimted xith e 
m d i Q  mntr~ls as naay have to be 

which, once under way, can be dra 



epp~15ste  pow-1 rrnd infam8r;jton policiss %?bat i s  needed a~ 
m a  w blp, themfore, is tr foreip eeoaomic p s 13,wcY' 
or o r m ~ a ~ o n  ~ h i c h  can ilehiert? the a d d s  d of a h i ~ s b t i ~ a  
64?:5fhbti~& 

on dl& aumtiofx. 'to presskg nesd for 
Enit& Ststes & v e m e ~ $ ' s  methods of con- 

dud- its fornip operati There is uuder way at the present 
tim an edmsive study of problem m&r the &&.on of the 

Cenmming- eeonomio operations, it appears 
the hc t ions  of a fodm e~~onamic programs 
, sdmiabtmtion of at least the following prey 

other than military sqnipment 
to W&em Eump; the ation af such gmnt pmgms S E ~  

f the world, inslod'?g oceupied 
mumment and development to 

meet United States needs for raw materids; and r~pwibil ity for 
of all foreign tetechnical assistance nctiFities of the 

Gosemlenk In addition, such an asacy or organba- 
tion should be resparx5bie for presentiag the nee& of for* p m ~ ~  
to admini--iw d ~ ~ t i c o ,  a ~ d  e-rt e~n+,r&~ 

rt does not attempt to deal with the prdsm of coordi- 
nation at broad policy level% or with the idIaei~nibip of  various 
rndmi- which are now in existence or mder discusion for this+ 

Operations in economic fields as outlined above will ob- 
have tu be m d n a t : d  the policy level with other aspem 

irs9 and p r m t  eg~rts to improve the machinery 
inn within the govetment should be foUowedl 

through 
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